it 
r 
vf 
Ft 


ww “< 


er — 


es “S 








Social Research 


AN INTERNATIONAL QUARTERLY 
OF POLITICAL AND SOCIAL SCIENCE 








VOLUME TWO °* MAY 1935 ° NUMBER TWO 
Mr. Justice Holmes 133 
The Rationale of Autarchy Alvin Johnson 138 


Methods of Financing Unemployment Compensation 
Gerhard Colm 148 


Insurance or Relief Frieda Wunderlich 168 


Types and Potentialities of Economic Planning 
Eduard Heimann 176 


On Political Parties Max Ascoli 195 
Ethics and the “Single Theory” Paul Kecskeméti 210 
On Imperfect Competition (Note) Emil Lederer 222 
New Literature on Money, Credit and Banking, 1933- 

1935 (Note) Fritz Lehmann 230 
Book Reviews and Notes 239 
Index to Book Reviews 257 





Copyright, 1935, and published quarterly by the New School for Social Research, 
66 West Twelfth Street, New York, N. Y. All rights reserved. Contributions 
to SOCIAL RESEARCH may not be reprinted without the permission of the 
editors. Subscriptions, $2.00 a year, 50 cents a single copy; Canadian and foreign 
subscriptions, $2.50 a year. Entered as second-class matter May 2, 1934, at the post 
office at New York, New York, under the Act of March 3, 1879. 





EDITORIAL BOARD 


MAX ASCOLI EMIL LEDERER 
KARL BRANDT FRITZ LEHMANN 
ARNOLD BRECHT RUDOLF LITTAUER 
GERHARD COLM CARL MAYER 
ARTHUR FEILER ALBERT SALOMON 
EDUARD HEIMANN HANS SIMONS 
ALVIN JOHNSON HANS SPEIER 
ALFRED KAHLER HANS STAUDINGER 
HORACE M. KALLEN MAX WERTHEIMER 


FRIEDA WUNDERLICH 


SOCIAL RESEARCH 


is published in February, May, August and November, 
by the Graduate Faculty of Political and Social Science 
of the New School for Social Research 


EDITORIAL AND BUSINESS OFFICE 


66 West Twelfth Street, New York, N. Y. Address all 
communications to Dr. Hans Speier, Secretary. 


SUBSCRIPTION PRICE 


$2.00 a year, 50 cents a single copy 
Canadian and foreign, $2.50 a year 











he hme AE , me 


—_ © ©) hb A&A & & me 











MR. JUSTICE HOLMES 


“Oz is almost ashamed to praise a dead master for what he did 
in a field where he was acknowledged to be supreme.” So Mr. 
Justice Holmes wrote in commemoration of Maitland, and one 
could hardly start with more appropriate words in commemorat- 
ing the great Justice. It is daring to praise a man who was supreme 
in a field so wide as to reach the horizon of universality: he was a 
master in legal science and legal statesmanship, yet his conception 
of law was so broad and articulated as to be a philosophy of law 
and a philosophy of life. Or better than philosophy, it was wis- 
dom, and still better than wisdom, it was a virile, unquenched, 
ascetic love of life. It is difficult to visualize him within the frame 
of a profession, closed in the boundaries of a field: one has to think 
of him as of a man who wanted to create harmony and beauty in 
his own life, and who succeeded. 

While still alive he was already a classic; perhaps he was a classic 
even when he ascended to the Supreme Court of the United States, 
thirty years ago. This virtual canonization may hamper the under- 
standing of the historical and human wholeness of his personality. 
His pages seem to be old, with too many underlined sentences, 
somehow wrinkled, as is every page when too frequently turned. 
Yet, if one succeeds in reading his Opinions and his Collected 
Papers with fresh eyes, trying to see through the classic author 
the man who lived until a few weeks ago, one will rapidly gain a 
direct impression of the man’s stature and of the historical envi- 
ronment in which he belongs. The deep breath of his sentences, 
the quiet, undertoned emphasis of his periods, the inborn tend- 
ency to link every small event to great causes, everything tells us 
that he was born in New England, permeated with the pure spir- 
itual tradition of New England. It is almost a surprise to realize 
how close the spirit of Concord, thanks to Mr. Justice Holmes, 
came to our day: a watchful, sceptical transcendentalism, which is 
the attempt to impose a moral meaning upon a bare and insecure 








134 SOCIAL RESEARCH 


reality. The congeniality with James’ pragmatism, the influence of 
Austin, Spencer or Maine, succeeded only in making more human 
and astute that New England transcendentalism. New England’s 
spirit always strove to reach an active, serene, innerly disciplined 
conception of life, to find embodiment in a plain and superior 
humanity. But either a spiritual narrowness or an excessive urge 
to escape from narrowness, either an overemphasis or an icy 
cynicism, kept this spirit from attaining its goal. The story of the 
Adamses, as told by Henry Adams, is the most meaningful illus- 
tration of it. With Mr. Justice Holmes perhaps New England 
reached her goal, found a comprehensive and active conception of 
life, introduced her spirit through the interpreted Constitution 
into the law of the land. 

His legal works would be unintelligible if one did not remem- 
ber his New England tradition. As a legal thinker he was a man 
of his time: he never went far from Austin; in the economic realm 
he likewise always believed in the benefits of unlimited competi- 
tion and never went far from Spencer. But these doctrinal and 
economic patterns were permeated with his practical and militant 
idealism; watching himself with Puritan rigor he always tried not 
to be imprisoned by them. In the same spirit he dealt with con- 
stitutional and legal patterns, conceiving law as the rule of that 
game where the destiny of man is decided. He understood the 
legal case, the single individual instance torn by the conflict of 
human interests, not as a rent in the legal texture where the 
lawyer can safely avoid the consideration of general principles, 
but as the first ring of a chain linking the casual individual hap- 
penings to higher and higher rules of human behavior. He never 
lost sight either of the fresh legal juice which may be contained in 
the hard materiality of the case, or of the highest legal and moral 
rules which give shape to the cases and are in turn worn down by 
them. This equilibrium is the surest indication of the great jurist. 

Gamble of life, bravery in facing its chances, rules of the game, 
such concepts recur with the greatest frequency in the pages of 
Mr. Justice Holmes. Equally frequent are the metaphors taken 
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from military experience, his mention of good warriors, his tend- 
ency to compare the utmost intellectual effort with the greatest 
physical risk in war. “For I say to you in all sadness of conviction, 
that to think great thoughts you must be heroes as well as ideal- 
ists.” He always remained the good soldier of the Civil War. Per- 
haps his deep-rooted conception of life as a gamble and of law as 
the rule of the game matured in him when he was for years a 
brave player in the roughest gamble between life and death, when 
he was left for hours dangerously wounded on the battlefield wait- 
ing for the end. Intellectual scepticism meant for him duty to face 
action with the greatest possible responsibility, without hope of 
postponement, evasion or absolution. “With all humility, I think 
‘Whatsoever thy hand findeth to do, do it with thy might’ in- 
finitely more important than the vain attempt to love one’s neigh- 
bor as oneself. If you want to hit a bird on the wing, you must 
have all your will in a focus, you must not be thinking about 
yourself, and, equally, you must not be thinking about your neigh- 
bor; you must be living in your eye on that bird. Every achieve- 
ment is a bird on the wing.” 

He had an heroic conception of moral idealism, and at the same 
time he felt an almost physical repulsion against what is called 
intellectual or philosophical idealism. The same man who wrote: 
“Read the works of the great German jurists, and see how much 
more the world was changed by Kant than by Bonaparte” was 
almost intolerant toward any infiltration in America of Kantism 
and above all of Hegelianism. He knew that every intellectual 
focussing upon the purely ideal side of life inevitably leads to 
tyrannical subjectivism and to a denial of other people’s per- 
sonality. The whole tradition of American philosophy, including 
Emerson and down to our time with John Dewey, is a continuous 
attempt to dissociate moral from purely intellectual idealism, a 
ceaseless search for some sources of reason which could give a non- 
intoxicating strength. The unending preoccupation is to spread 
wisdom rather than to create philosophic systems, to understand 
the social implications of intellectual principles rather than to 





136 SOCIAL RESEARCH 


follow irresponsibly the dangerous purity of shining ideas. The 
intellectual scepticism of Mr. Justice Holmes is one of the highest 
expressions of this American wisdom which can be called, in the 
truest sense of the word, humanism. 

Mr. Justice Holmes was a humanist because he was an Ameri- 
can and a passionate lover of his country. He knew that the 
American people have a too thin sedimentation of history- be- 
neath their feet, that they have not an inborn tradition of renais- 
sances and decadences, and that for a new country there is little 
certainty of a civilized life if the supreme principles upon which 
this country was founded are betrayed. He knew that in the absence 
of monuments and of history the landscape of this country is only 
a human landscape, and that these toiling masses can at any mo- 
ment revert to shapeless crowds. This is why he was such a lover 
of his country: he understood the privilege and the danger of the 
American adventure, he fought intolerance during his whole life, 
he was supreme in detecting every seed of slavery and of dog- 
matism. His liberalism as well as his scepticism were the result of 
his being a conscious and responsible American. He was too in- 
telligent and had too great a sense of humor not to realize how 
absurd may be the defense of any uttered vagary, yet he always 
thought that holidays from freedom were not to be allowed in 
America, and that every mouth shut, every plausible experiment 
prevented, were attempts against the Constitution of his country. 
For this spirit of the Constitution he was an active and gallant 
warrior during three quarters of a century. When he was celebrat- 
ing his ninetieth birthday he was surprised by some friends while 
reading for the first time in his life Thucydides in the Greek text. 
Perhaps he wanted to find in Pericles’ speech for the Athenian 
dead in Salamis the lines: “The secret of happiness is freedom, 
and the secret of freedom is courage.” 

It is glorious for a country to have great men, it is perhaps even 
more glorious that the institutions of a country can offer to great 
men those exalted positions of command for which they are fitted. 
The life of Mr. Justice Holmes is a great monument not only to 
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his genius but to his country, and if one looks now at the Supreme 
Bench, one quickly realizes that his tradition is still carried on. 
The American spirit embodied in Mr. Justice Holmes gives the 
fullest individuality to the newest great nation of the world and 
makes her tradition, fresh as it is, eternal. 

When the Graduate Faculty was founded, Mr. Justice Holmes, 
who, from the time he ascended to the Supreme Bench, never was 
willing to be associated with institutions or committees of any 
kind, generously gave his name to the Advisory Committee. As 
members of the Graduate Faculty it is our privilege to pay our 
tribute of gratitude and reverence to the memory of Mr. Justice 
Holmes. He gave to our institution the highest possible honor. 
He represents the most genuine tradition of this country where 
hospitality and home and chance to work were offered us; he 
makes us understand that as long as his spirit lives in America 
even our estrangement from our countries has not the bitterness 
of exile. 





THE RATIONALE OF AUTARCHY 


BY ALVIN JOHNSON 


I 


To THE serious economist nothing is more disheartening than 
the extraordinary capacity of protectionism to evolve new shapes, 
new and seductive propagandas. After the ebbing of the free trade 
movement that culminated with the Cobden treaty around the 
middle of the nineteenth century, it was to be expected that ulti- 
mately the tide would turn once more and the world would begin 
to disburden itself of the excesses of protectionism. Indeed, the 
outlook for freer trade appeared bright after the war, at least in 
America, when great industries like iron and steel and automo- 
biles proved cold to tariff advances and were even inclined to 
throw their weight on the side of lower duties. But with the ad- 
vent of world depression protectionism tightened its grip upon 
statesman and commoner alike. The great stronghold of free 
trade, England, capitulated with only her honor. She accepted the 
new continental scheme of quotas and prohibitions with such 
grace as became her. As for the rest of the world, virtually every 
step in commercial policy has been in the direction of more exag- 
gerated restrictions upon trade. Autarchy, or complete national 
self-sufficiency, has become a part of the creed of present day 
nationalism. 

For the prewar protectionist it was enough to propagandize the 
ordinary citizen into voting for representatives pledged to exclude 
foreign goods. Such products as might hoist themselves over the 
tariff wall were accepted as legitimate objects of consumption. The 
autarchists of today require much more from the loyal nationalist. 
He must refuse to buy foreign goods even if they have paid as 
heavy duties as the government dares to impose; even if they are 
the rare survivors of a severe quota. Buy British, buy American, 
is buzzed in the ears of the patriotic citizen by all the instrumen- 
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talities of modern propaganda. I do not know the corresponding 
injunction in German, but I am sure it sounds even more 
imperative. 

The autarchist is out to kill international economics at its very 
source, in the natural desire of man for the variety and cheapness 
that a rich foreign trade affords. In countries of extended territory 
he goes local, too. Buy Southern, buy Pacific slope; buy Texan, 
Californian, Carolinian. Why not? Buy 


“Lane County, the Land of the Free, 
The home of the grasshopper, bedbug and flea.” 


II 

One may dare affirm, in face of all the nationalists, conscious and 
unconscious, who now infest the world like the San José scale, 
that the argument for the international division of labor which 
free trade would make possible is as valid as ever it was. If the 
population were made up of economists instead of hog-tied vic- 
tims of propaganda, we should get our sugar cheapest by having 
it produced in Java and Queensland, Cuba and Haiti, where 
twenty tons of pure sugar can be extracted from a single acre of 
sugar cane, a noble forest of sticks of candy. We should never 
subsidize the rare lean strips of irrigable land in Wyoming, Mon- 
tana, Idaho, western Nebraska, so that they may import Mexican 
peons to moil and toil over the recalcitrant sugar beet, which at its 
unrealizable best might produce six tons. We should leave those 
strips unirrigated, or fit them into our general scheme, raising 
good seed for field and garden, or putting the finishing touch of 
fattening upon the myriads of sheep that graze upon the thin rich 
grasses of the arid upland. 

As economists we should of course grant all due concessions to 
the infant industry argument. We should not be willing to pay 
freight from the ends of the earth for goods we could in the end 
produce more cheaply at home. And we should realize that it is 
an extremely slow process to acclimatize any kind of new produc- 
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tion. It takes a generation before we can know whether a particu- 
lar date palm will pay in the Imperial Valley. It takes five years 
before an expert farmer in North Carolina can determine whether 
he can grow radishes profitably. How long may it be expected to 
take before the complicated technique of steel production can be 
acclimatized in a country? Consider that it must enter into the 
very blood and nerves of engineers, skilled workers, enterprisers, 
salesmen and consumers. About three generations might suffice. 
Any free trader will admit that a nation ought to develop its 
really valid resources; any free trader who is not a mere book 
product knows that this takes time and money and patience, super- 
human patience to listen to all the rubbish that is necessary to 
win the support of the blind multitude to a rational policy of 


national development. But granting all this, he knows that the — 


tropic sun will pull more sugar out of soil and air than the trans- 
parent altitudes of Wyoming. He knows that the poor little potash 
and manganese resources of the United States ought not to be set 
up against the deposits of Germany and Russia. 

Moreover, the free trader, and all other intelligent men, know 
that if every nation developed all its resources, natural and 
human, to the fullest economic extent, the argument for the free 
movement of goods and the international division of labor would 
be strengthened, not weakened. In an intelligent world with free 
movement of goods the standard of living would be extremely 
high. Everybody would be on the market for variety and for qual- 
ity goods. But no single nation can have a monopoly of variety 
and quality. In the Provence a child has a sense of color that is 
far more acute than that of children in Berlin, London or New 
York, and this must affect capacity for the production of articles 
of luxury. In Vienna there is a quality of gaiety in the very 
chromosomes which comes out in a thousand delightful products. 
We Americans must be born again before we have the Chinese 
touch for silk or taste for tea. 

It must inevitably be the case forever that the consumers of a 
nation are more versatile in their desires than the producers in 
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their trained capacities. What is more, the discrepancy between 
the capacity of the producer and the desires of the consumer tends 
to widen with the advance of civilization. It is only natural, there- 
fore, that so long as trade between nations is reasonably free, the 
most marked development is not between countries differing 
widely in economic and industrial development, but between the 
advanced nations. Before the war the best customer of industrial 
England on the continent was industrial Germany, and vice versa. 
There can be no doubt that when the world once again settles 
down to plain economic common sense, the most important trade 
will be between the countries that stand on the highest plane of 
economic development. 

So much of a concession we must make to the abstract prin- 
ciple, the remote, the long run. Mankind lives in the concrete, the 
immediate, the short run. Time was when every export implied 
an import, and vice versa. This was a short run implication. The 
exporter’s proceeds came back in money or money’s worth by the 
next boat. Today long term credits have entered into the equa- 
tion. A nation can export and keep on exporting, as we did in the 
postwar period, accumulating credits as its return. Or it can im- 
port and keep on importing until its gunwales are awash in debt. 
In the long run, to be sure, the country which exports persistently 
in excess will have to take both principal and interest in the form 
of imports. The country which imports in excess will have to in- 
crease its exports, to pay interest and principal. In the long run: 
but men’s lives and interests and policies are for the most part 
matters of the short run. 

Fifty years ago, when we sent a shipment of a million dollars’ 
worth of cotton to England, we promptly took back a million 
dollars’ worth of hardware, woollens and whatever else we re- 
quired. I ignore the possibility that we may have taken gold; if 
exchange ran so heavily against England as to raise bills to the 
gold point, the gold came over; but it soon went out again. The 
export-import transaction did not disturb our price level, since 
the million dollars of purchasing power let loose among the cotton 
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growers through their export was balanced by the million dollars 
claimed from consumers through the import of British goods. Sim- 
ilarly, the effects on employment were indifferent. The cotton 
exporters had a million to spend, creating employment in Amer- 
ica, but the importers of British goods had a million to pay, in 
behalf of the consumers, which meant the withdrawal of just so 
much purchasing power from the market for American goods. 
Accordingly, everything in the transaction cancelled out, except 
the consumer’s advantage of getting British goods he could use in 
exchange for American cotton he did not need. 

How this situation has been affected by the intrusion of long 
term credits is known to every one, but for the sake of complete- 
ness I may be permitted to outline the case. After the war there 
was a hunger for American cotton in Germany. We sent millions 
of pounds of cotton, but our tariff was inhospitable to the German 
goods we should have taken in exchange. Our credits accumulated 
in Germany: to mobilize them we took vast quantities of mu- 
nicipal bonds of Berlin, Frankfurt and whatever other cities were 
engaged in a program of development. These bonds found their 
way from the banks to the American investor, who was thereby 
entitled to interest, payable in German commodities, if we would 
take them, or in more bonds, together with the principal when 
due, payable on the same terms. 

This process of exporting balanced not by importing but by 
credits and securities went on blithely down to 1929. We felt very 
complacent over the fact that America had become a great creditor 
nation, with more than ten billions owing us—apart from the em- 
barrassing war debts, likewise payable only in goods we did not 
want. But let us examine the situation more closely. 

When we sent a million dollars’ worth of cotton or automobiles 
or meat abroad, granting long term credits instead of taking pay- 
ment in goods, we engaged in what was a process of inflation,’ 


*In this article I use the term inflation to designate any force making for higher 
prices. I use the term deflation for any force making for lower prices. It is no part 
of my assumption that such inflation or deflation must necessarily run wild. 
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although we never realized this. These credits, in whatever form, 
were negotiable and bankable. They added just so much to the 
purchasing power that could be laid out to employ American in- 
dustry and labor. There was no offsetting inflow of foreign com- 
modities, to cancel out the effects of this increase in purchasing 
power. Since our “favorable balance of trade” ran into the billions 
we have here a partial, although only a partial, explanation of the 
buoyancy of our markets in the postwar period—a buoyancy for 
which we are now doing penance in sackcloth and ashes. 

Our foreign customers, on the other hand, took our goods and 
sent us nothing in return but paper. This paper was bankable, 
and inevitably the diversion of credit to America reduced the 
amount available for use in the debtor countries. Just as our policy 
of exporting without importing operated as an inflationary influ- 
ence with us, raising our prices and quickening our tempo, so it 
exerted a deflationary influence upon our foreign customers.’ If 
the process could have worked out to its logical conclusion Ameri- 
can prices would have risen so high relatively to those of other 
countries that foreign goods would have poured over our tariff 
wall, however high. But the process met a sharp check in the 


* Several of my colleagues, while recognizing the inflationary effect in the exporting 
country, deny the deflationary effect in the importing country. If imports must be 
paid for by the export of gold, the influence of an excess, it is agreed, is deflationary. 
When they are paid for by credits supplied from abroad, there is no withdrawal of 
currency or credit to reduce the volume of purchasing power within the country. 

This argument does indeed appear to weaken the force of my treatment of im- 
port excesses as the diametrical opposite in effect from export excesses. Yet I still 
maintain that this treatment is substantially valid. The business men of one country 
do not extend credits to those of another without imposing engagements that ap- 
pear to insure repayment. The financial institutions of the importing country are 
called upon for endorsement, under one form or another, and this engagement 
limits their capacity to extend credits for purely domestic business. It may be that 
they are not trading up to the limit of their resources and so may engage in foreign 
transactions without any reduction in the volume of their domestic transactions. 
Similarly a country with a plethora of gold may send some of it abroad without 
deflationary consequence. In every department of economic life there are conditions 
of slack and lag that may render a modest force in any direction abortive. The 
question is, what happens if a country keeps pumping in imports without sending 
out exports? It appears to me inevitable that its prices would fall through the 
engrossment of purchasing power by the accumulating volume of foreign goods to 
be moved. 
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crisis and depression. And that’s that, historically. A good share of 
those foreign credits have simply been wiped out. 

But suppose that no crisis had come on, what would have been 
the result of our unbalanced export-import situation? Sooner or 
later our debtors would have begun to pay, in goods, interest and 
amortization on the principal. One million dollars’ worth of goods 
after another would have poured into our ports, to be moved by 
a purchasing power not replenished by exports. It is superfluous 
to point out that the effect upon us would have been deflationary. 
Prices would have fallen, employment would have shrunk. We 
should have paid, through an artificial depression, for the artificial 
prosperity we enjoyed in our period of excess exports. The effect 
upon our foreign customers would of course have been exactly the 
reverse. Their labor would have been in demand for supplying 
not only the home requirements but the excess of exports to us. 
Every million dollars of excess exports sent to us would have 
meant a million dollars of credit withdrawn from us and banked 
with our former debtors, with the natural consequence of rising 
prices abroad. 


Ill 


All this, it will be said, is pure theory. So it is, for flesh and blood 
will not stand the vicissitudes involved in working the process to 
the bitter end. The importing nation feels first of all the disquiet- 
ing effects of one-sided trade. Its cash reserves may be drawn down 
to a dangerously low level; if formal arrangements are made to 
protect its cash reserves, nevertheless its liquid credits are largely 
immobilized. It is aware that the time must come when the na- 
tional economic system will be engrossed in paying interest and 
principal, with the consequence of high prices at home, high costs 
and low standards of living. But the exporting nation also encoun- 
ters disconcerting consequences. Though it does not realize this, 
it is throwing over its borders the commodities that should go to 
raise the standard of living of its own people. On every hand com- 
plaints arise over the high cost of living. Fat fortunes, on paper, 
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appear overnight, but so also do strikes and general unrest. Yet 
this is in the stage of apparent prosperity. The tide must turn, 
and the foreign debtor must either pay his debt in goods or repu- 
diate. And at this point a tendency toward lower prices sets in. It 
may well figure, along ‘with other deflationary influences, in the 
inauguration of an era of depression. 

It is not my aim to inveigh against the development of inter- 
national credits, of securities enjoying an international market. 
They are a logical outcome of the forces that have constituted high 
capitalism. My point is that these developments have dislocated 
the mechanism upon which the classic free trader depended for a 
balance of transactions. Formerly an excess of imports drew away 
some part of the gold reserve; prices fell, and further imports 
were checked, exports stimulated. Nothing of the kind need hap- 
pen now, except in the long run—a run so long, most likely, as to 
encounter the disastrous end of the business cycle. 

It was not, however, these remote consequences as to trade and 
industry that first set governments on the path of autarchy. 
Rather, it was the immediate problem of the effect of interna- 
tional credits upon the financial structure. In the late period of 
prospefity, in spite of the enormous credits America had abroad, 
there were so many American securities floating around Europe 
that their panic sale would have been quite sufficient to siphon 
out all the gold in the Federal Reserve Bank. The same was true 
of England, France, Italy, Germany. Their financial systems were 
at the mercy of the whims of a miscellaneous body of creditors 
and security holders living abroad. These could exercise an influ- 
ence, however, only through foreign exchange. It was natural, 
therefore, that the governments should have laid their hands on 
the mechanism of foreign exchange, and should have doled out 
exchange according to their conceptions of national advantage. 
They had already accumulated much experience during the war 
in the control and rationing of exchange. 

Once foreign exchange had become a significant object of gov- 
ernmental policy, it was natural that governments should proceed 
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to the sources of trouble in the export-import situation. An excess 
of imports menaced the stability of exchange: then cut imports 
down, in general or in detail. Hence the quotas, prohibitive du- 
ties, prohibitions and other restrictions that have been sapping 
away the very life of international trade. 

Formerly commercial policy spared the raw materials at least. 
These were expected by and large to yield, in manufactured form, 
more than enough exports to pay for themselves. The commercial 
policy of today looks with jaundiced eye even upon raw materials. 
Such materials are greedy devourers of foreign exchange. Make 
cloth out of home grown wood pulp instead of cotton. Make 
benzine out of coal, at whatever cost, instead of importing crude 
oil. Make people eat home grown apples instead of imported 
oranges. In the name of the new god foreign exchange, let the 
standard of living go where it list, but import no more of any- 
thing than may be absolutely necessary. 


IV 

The race of statesmen takes its origin from the Schiltzburgers 
who hoisted a bull to the steeple roof to bite off a tuft of weeds 
growing between the tiles on a slope deemed inaccessible. Foreign 
trade, under the conditions presented by the international system 
of long term credits, cannot be left to regulate itself, as in the 
simple times of Cobden and John Bright. The statesman is per- 
plexed to death as to what to do with the strange growth of trade 
excesses. Finally he has hoisted up the bull of autarchy to nibble 
it off. But in doing this he runs the risk of destroying interna- 
tional trade altogether. It may be recalled, in passing, that the 
Schiltzburgers’ bull got strangled in the operation. 

If we had real statesmen they would indeed watch foreign trade 
very closely. Whenever they saw a serious excess, either of im- 
ports or of exports, they would adopt such corrective measures as 
might be necessary. They would not waste time on the balance of 
trade with particular nations. In this world of three-cornered and 
twenty-cornered commercial transactions, totals alone signify. 
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It is not to be denied that certain countries, like Russia today, 
may wisely seek excess credits for the equipment of industries, and 
that other countries, having an excess of. industrial power and 
financial resources, may safely grant such credits, up to the limit 
of their readiness to absorb the commodities that must ultimately 
extinguish the debt. But barring this exception, no wise states- 
man would look with complacency upon a huge excess of exports, 
with its dangerously inflationary tendencies, nor upon a huge 
excess of imports, with its inevitable deflation and demoralization 
of home trade. 

What measures has the statesman at his command? As to im- 
ports he has the time-honored method of flexible tariff rates. He 
can put rates high enough to check imports in any degree he may 
find wise. Exports are the spoiled child of traditional commercial 
policy and it will seem very subversive to suggest that they too 
should be controlled by flexible tariffs. Perhaps this would not be 
necessary if duties on imports were cut whenever exports ran 
to excess. 

Granting a system of regulation that held the volume of exports 
close to that of imports—counting the invisible items on both 
sides, except new credits not representing a reasoned policy of 
capital export—any country could safely permit its foreign trade 
to take its own course. A country might indeed choose to foster 
infant industries; or industries unfitted in themselves for an inde- 
pendent economic existence, but essential in time of war. For the 
rest it need control foreign trade only in the interest of a just 
balance. 


Under such a system world trade, on which every industrial 
nation depends for raising its standard of living to the highest 
practicable level, would develop without encountering any serious 
obstacles. It could not be inflated by a prodigious burst of unbal- 
anced exports, as in the postwar trade of the United States; but 
neither would it be subject to the disastrous shrinkage that fol- 
lowed upon the bursting of the credit boom. 





-METHODS OF FINANCING 
UNEMPLOYMENT COMPENSATION 


BY GERHARD COLM 


I 
Unemployment Insurance—Unemployment Relief 


W: SHALL discuss in this article the various methods of raising 
the necessary funds for unemployment compensation. This also 
involves a discussion of the relative advantages and disadvantages 
of the contributory, reserve and taxation systems.” This, in turn, 
makes it necessary to touch upon the fundamental alternative of 
insurance or relief benefits, which is more a political and social 
problem than a fiscal one. We shall not, however, deal with this 
aspect of the problem in more detail than is necessary as a basis 
for understanding the financial problems to which this paper is 
devoted.® 

The social policy of European governments was founded basi- 
cally on two considerations, one the desire to provide mutual as- 
sistance of entrepreneurs or workers, and the other the endeavor 
of the state, by means of a preventive governmental policy, to 
mitigate the political menace of the labor movement. Emperor 
Wilhelm, in his message of 1881 which inaugurated the first com- 


*I have discussed the subject of this paper in detail with my colleagues, Dr. Fritz 
Lehmann, Dr. Hans Staudinger and Dr. Frieda Wunderlich, and I owe a great deal 
to their positive criticism. 

*Contributory systems are those which raise the greatest portion of their means 
from either voluntary or compulsory contributions of employers or employees to an 
insurance fund, such as voluntary trade union funds and unemployment funds of 
special industries or compulsory social insurance. Reserve or self-insurance systems 
are voluntary or compulsory schemes according to which individual corporations 
put aside reserves for the compensation of their own employees. Taxation systems 
are public assistance schemes financed from general budget resources or by special 
taxes earmarked for that purpose. 

* The social viewpoint of the subject is emphasized in the supplementary remarks 
of Dr. Wunderlich, pp. 168-175. 
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prehensive program of social legislation, definitely linked his 
social policy with the anti-socialist law of 1878. In the latest 
branch of social insurance, unemployment compensation, both 
factors, the cooperative and the state factors, can be traced, and 
the idea of social insurance can be understood only as an attempt 
to combine state action with these older cooperative attempts. 
The cooperative factor apparently prevails in the unemployment 
compensation of subsidized trade union funds (Ghent system) , 
the state factor in the compulsory social insurance schemes, for 
which England created the model in 1911 as part of Lloyd 
George’s National Insurance Act. Since the weakness of trade 
union schemes, particularly where only a small proportion of the 
workers are organized, is apparent, we shall first compare the social 
insurance type and the taxation type and leave the self-insurance 
type for the concluding part of the article. 

Most modern plans for unemployment compensation favor the 
social insurance type over the relief type. There are three main 
reasons for this. (1) The idea of social insurance emerged out of 
a situation in which relief, as poor relief, was despised. The poor 
and those referred to in the poor laws were, by implication, citi- 
zens of a lower rank. The poor man was held to be responsible, 
at least to a certain extent, for his own condition. Relief was 
granted to him as a gift of charity, not as a right, and the amount 
given was not more than what was necessary for bare subsistence. 
The history of social policy for half a century is marked by the 
attempt to separate, step by step, causes of distress occurring typi- 
cally to members of certain occupational or economic classes from 
other more individual causes of distress. Social policy was directed 
toward providing these typical cases of need with support as a 
right, not as a gift, and support greater than that granted by poor 
relief. According to the prevailing ideology of this period the 
right of drawing benefit payments could be established only on 
the basis of special contributions paid by the insured himself or 
paid for him by the employer as a partial reward for his work. 
(2) After encouraging experiences with accident insurance and 
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with sick and old age pensions, the application of the same method 
to unemployment suggested itself. In this way the hazard of unem- 
ployment was placed in the same category with the hazards of 
accidents, sickness and old age. (3) The introduction of a con- 
tributory or social insurance system seems to be easier than a 
taxation system because the psychological inhibitions against con- 
tributions are much less than those against new or increased taxes. 

The first argument presupposes the existence of the alternative 
between insurance benefits and poor relief. Is it really true that 
the right to draw benefits can be acquired only by contributions? 
The psychological importance of contributions by employees can- 
not be denied. But I question the psychological difference between 
relief from taxation and that from contributions so far as the 
employers’ share is concerned, if the ways of spending are the 
same in both cases. The unexpected increase of unemployment 
and its continued duration during the depression brought about 
an attack upon the distinction between relief and insurance bene- 
fits from two sides. On the one side, the increasing number of un- 
employed who were not eligible for insurance benefits also had to 
be supported. In England insurance benefit payments were tem- 
porarily extended also to unemployed persons not strictly eligible 
for them. Later, “transitional payments” were granted to such 
unemployed, similar to the “emergency relief’ of Germany, and 
both payments were distinguished from the local relief or assis- 
tance payments. The financial strain of the insurance funds, on 
the other side, made it necessary to eliminate an essential feature 
of a real insurance scheme by the application of the “means test” 
for drawing payments after a certain period. Through this expan- 
sion of qualified support for persons not eligible to insurance 
benefits and through the restriction of compensation in the case 


* For a discussion of these developments see Hill, A. C. C., Jr., and Lubin, Isador, 
The British Attack on Unemployment (Washington 1934); Nathan, Otto, “Some 
Considerations on Unemployment Insurance in the Light of German Experience” 
in The Journal of Political Economy, vol. 42, no. 3 (June 1934); and Weigert, Oscar, 
Administration of Placement and Unemployment Insurance in Germany (New York 
1934). 
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of unemployed who had contributed but who had some means of 
their own, the distinction between insurance and relief lost its 
rigidity. There was a growing convicton that the unemployed 
person who worked as long as he found work deserves a fair com- 
pensation if he lost his job for reasons beyond his control and 
regardless of whether or not he or his employer contributed di- 
rectly to an insurance fund. The feeling developed that upon the 
state rested the responsibility to support the unemployed as such 
rather than as subjects of poor relief. 

Every insurance scheme depends upon a certain degree of pre- 
dictability if an inter-temporal equation of risk is pursued. The 
hazard of unemployment, unlike the hazards of other social in- 
surance schemes, is not at all calculable. There is no single case 
of unemployment insurance in which the actuarial basis proved 
to be valid. All unemployment insurance schemes were forced to 
change the rate of contributions, the conditions and the amounts 
of benefit payments, and they were forced to resort to public 
credits or subsidies. Unemployment insurance as a method of pro- 
viding for a depression during times of prosperity has proved to 
be a failure. Other branches of social insurance also had financial 
difficulties during this depression, but not to the same degree as 
unemployment insurance. These, moreover, did not have the same 
purpose of balancing prosperity and depression. 

Many advocates of insurance schemes refuse to accept the ex- 
perience of the depression as a basis for the consideration of 
future developments. Some believe that the size and duration of 
this depression are exceptional and only a late aftermath of the 
World War. Cthers believe that it will be possible to restrict the 
number of unemployed in future depressions by a cyclical credit 
policy or by public works programs. I believe in the possibility 
and necessity of such a policy, but I doubt whether there is any- 
thing so positive to be said about further fluctuations and about 
the future success of a cyclical policy as to provide a basis for 
actuarial calculation. 

The psychology of the taxpayer, referred to in the third argu- 
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ment, is a reality which should not be overlooked by any legis- 
lator. Its strength depends, however, largely on the kind of taxa- 
tion which is suggested as a substitute for the contribution. We 
can weigh this argument, therefore, only after having discussed 
the possibilities of taxation as a method of financing unemploy- 
ment compensation. This is the task of the second and third parts 
of this article. 

We may conclude that unemployment insurance, compared 
with regular relief schemes, offers the social advantage of more 
dignity and a greater amount of assistance for a certain period, 
during which the unemployed can look for other positions or 
adjust themselves to an imminent further period of unemploy- 
ment on the low relief level. An insurance scheme, on the other 
hand, has many disadvantages. It can never deal with all the 
unemployed! and must, therefore, be supported by other assis- 
tance schemes, involving all the complications and frictions of 
two or more administrative bodies dealing with the same task. But 
the crucial point is the method of raising the means for compen- 
sation. There is no choice in an insurance scheme. It must be a 
contribution either according to the number or the wages of the 
employees. There are some serious objections against payroll con- 
tributions which will be discussed in the next section. 

We wish to raise the question as to what possibilities there are 
for a qualified assistance scheme which could apply methods of 
benefit payments similar to those in the insurance scheme and 
which would grant to unemployed, after the usual waiting period, 
the right of benefit payments, first without the means test and 
after a limited time with the test. The amount of the benefits 
might be fixed in relation to wages, duration of unemployment, 
size of families, etc. Such a system could combine organically the 
functions of insurance institutions with those of relief administra- 
tions and cooperate with employment offices and public works 


* The importance of insurance as an assistance scheme diminishes with the duration 
of a depression. The proportion of unemployed drawing insurance benefits in Ger- 
many in 1933 dropped nearly to 10 per cent of all unemployed. 
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administrations much better than an independent social insurance 
body. We cannot discuss here the legal and political possibilities 
of such a system. We merely draw the conclusion from this discus- 
sion that the problem of insurance schemes versus such a qualified 
and classified assistance system has nowadays become more a ques- 
tion of administrative and financial expediency than one of prin- 
ciples and social philosophy. Final judgment will depend largely 
on the economic expediency of payroll contributions compared 
with other methods of raising the funds for unemployment com- 
pensation. 


II 
The Payroll Contribution 


The main objection levelled against the insurance scheme is the 
claim that the payroll contribution imposes an unequal tax bur- 
den upon the different branches of industry and stimulates indus- 
trial mechanization with the purpose of reducing the social bur- 
den of the individual firm. This claim is open to two criticisms. 
First, if the payroll contribution, whether paid by the employer 
or by the employee, must be borne definitely by the wage earner, 
then it does not modify the cost of production and hence does not 
further mechanization. Secondly, if the payroll contribution is 
added entirely and immediately to the price of the product there 
will be a rise in the prices of factory equipment corresponding to 
the payroll contribution, and there will be no resulting discrimina- 
tion against different industries or any stimulus to replace labor 
by machinery. A consideration of this claim and its criticism re- 
quires an analysis of the incidence of the payroll contribution. 
Who bears the burden of the payroll contribution? We must 
first ask whether or not an employer’s contribution is to be dis- 
tinguished from that of the employee.1 Whether wage rates are 
influenced by the marginal productivity of labor or by the costs 


* We are here concerned not with the psychological, but only with the economic 
difference. 
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of producing and maintaining a certain standard of trained labor 
or by the strength of employer or employee organization, the even- 
tual result of such a payroll contribution must, in the long run, 
be the same no matter how the legislator originally divides the 
burden. The division of the burden is important, however, for 
the first period after the introduction or after a change of the con- 
tribution until wages or prices are adapted to the new situation. 
The process of shifting a tax back on wages involves a struggle 
which might be curtailed if the law from the outset imposes a 
share on wages, even if we assume that in the long run there will 
be no difference. In the following analysis we shall omit the 
problem of the contribution of the employees. 


The Incidence of the Employer’s Payroll Contribution 


What is the effect of the payroll contribution of the employer? 
We shall start with a rather abstract assumption that a new unem- 
ployment insurance law is launched and that its yield is to be 
distributed at once to the unemployed. After the announcement 
of the contribution (before tlie first amount is collected and 
spent) the producers try to raise prices in order to provide means 
for meeting the ensuing first payment. Since the consumer’s pur- 
chasing power has not been increased the price rise results in a 
falling off in sales, consequent curtailment of production, and 
increased unemployment. In the same way there will be increased 
unemployment if we assume that the employer makes the first 
payment of the contribution from bank deposits or from bank 
credit. This may result in a diminished lending capacity of the 
banks and in a curtailment of purchasing power. If, however, the 
revenue has simultaneously been spent as benefit payments then 
the old amount of purchasing power will be restored. It cannot, 
however, rise above the former level. An attempt of the entrepre- 
neur to add the contribution to the prices again results in a falling 
off in sales, consequent curtailment of production and increased 
unemployment. Increased unemployment, according to the usual 
assumptions of theoretical deductions, entails wage reduction 
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until the unemployed are re-employed. A new equilibrium will 
be reached only when the payroll contribution has been passed 
on to the wage earner. 

If this deduction were valid, then we would have to conclude, 
with many economists, that the payroll contribution of the em- 
ployer as well as of the employee will burden the employee.’ 
Since the costs of labor remain the same mechanization would not 
be stimulated. 

The deduction is conclusive, but there are many assumptions 
implied which will bear examination. There may be cases in 
which these conditions actually exist but they do not necessarily 
always exist. The following are the main suppositions which need 
verification in a realistic approach. 

First, it was assumed that the money collected as payroll con- 
tribution would be spent immediately for benefits and that this 
transfer of money from the contributions of the paying firms to 
the unemployed would not increase the total amount of purchas- 
ing power. We know, however, that in exceptional situations a 
shift of purchasing power and a change in the ways in which the 
money is spent, may affect investments and thereby the volume of 
credit, the business situation and the price level.? The possibility 
of an increase of prices and of a shifting of the contribution to 
the consumer exists only under exceptional conditions, In most 
cases such a mere transfer of purchasing power will probably not 
affect the price level. If the money is not immediately spent dur- 
ing prosperity but accumulated, for instance, in investments in 
public securities then again there will be no general influence on 
the price level. But there is the possibility, in such a case, that the 
people from whom the securities were bought will not reinvest 

1Cf. discussion of this problem by Brown, H. G., The Economics of Taxation 
(New York 1924) p. 158 ff.; Hansen, Alvin H., Murray, Merril G., Stevenson, Rus- 
sell A., and Stewart, Boyce M., A Program for Unemployment Insurance and Relief 
in the United States (Minneapolis 1934); Cohen, Joseph L., “The Incidence of the 
Costs of Social Insurance” in International Labor Review, vol. 14, no. 6 (Dec. 1929). 
*Influence on the price level or on wages does not mean necessarily an actual 


increase of prices or decrease of wages; it may consist in the mitigating of a price 
fall or wage rise caused by other factors. 
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the money but hoard a part of it. Then we shall have a deflation- 
ary effect, a check of an upward movement of prices and the im- 
possibility of shifting the contribution. This is not an exception 
but a necessary result if the contributions are accumulated in the 
form of bank deposits and if the banks, for instance, according to 
special regulations or according to market conditions, do not 
correspondingly increase their lending. A shifting of the tax 
would be quite impossible under such co::-litions. 

Secondly, the conditions under which the first collection of the 
contribution is financed may, in reality, be quite different from 
what was assumed. If the entrepreneurs, who are going to pay the 
tax, take credit for this purpose from the banks or use their bank 
deposits then the banks may make a corresponding reduction in 
their lendings, as we assumed, or they may give the money with- 
out a corresponding shrinkage of other investments. In this latter 
case, which under certain conditions might be quite realistic, the 
result would be a transformation of idle bank reserves into active 
income of relief recipients. Prices may go up (or a reduction of 
prices may be stopped) and the tax may be shifted to the con- 
sumer. This case, with regard to the first installment of the tax, 
is quite similar to the more general case, in which unemployment 
relief is financed by credit during the depression. 

Third, the mechanism of the labor market may not work as 
assumed in our deduction. We supposed that wages must be re- 
duced, if the attempt to shift the contribution to prices fails. In 
some cases it is quite possible that other cost factors are more 
flexible than wages and that, for instance, the producers of raw 
materials must bear the burden. The flexibility of wages depends 
largely on the organization of the labor market or on wage regu- 
lation! and is affected itself by the existence of an unemployment 
system. In a long run tendency of increasing productivity of labor 
an indirect incidence of the contribution upon the workers is most 


1 Regulation of wages, for instance, by governmental boards does not mean neces- 
sarily higher rigidity of labor costs. It may, as experience proves, result even in an 
increased flexibility compared with a labor market controlled by trade unions. 
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probable. The employers’ contributions will check the wage in- 
creases, wages will go up less than they would have without the 
existence of such taxes. If neither the wages nor other costs are 
flexible, then a reduction of profits and increased losses may oc- 
cur, and eventually a longer duration of unemployment. 

Fourth, our whole argument referred only to the average inci- 
dence of the payroll tax. It explains the different effects on the 
price and wage level. But a detailed analysis must take into ac- 
count the fact that the situation may vary from industry to in- 
dustry and from plant to plant according to the different elastici- 
ties of supply and demand and according to the different degrees 
of competition! or monopolization. But these differences can ex- 
plain only the deviations of individual cases from the general line. 


From the analysis of the incidence of the payroll contribution 
we may conclude that whether and how far the payroll contribu- 
tion will be passed on to the wage earner or shifted to the con- 
sumer or how far it will burden the entrepreneur depends upon 
the way in which the collecting and the spending of the tax in- 
fluences the volume of credit and upon the long run development 
of the productivity of labor and the phase of the business cycle in 
which the tax is introduced or changed. There is the probability 
that the employer’s contribution will be passed on to the em- 
ployees in the long run of economic development as wages will 
increase less than they would without such a contribution. But 
this will be the outcome only of a long process and in the mean- 
time costs are affected and influence the methods of production. 

Temporarily and under the described conditions prices may go 
up as a result of the contributions. This price rise will, however, 
not be a uniform one but will vary from one branch of the indus- 
try to another. The argument that the prices of factory equip- 
ment would rise equally with the wage costs (contribution 
included) and that the contribution, therefore, would not stimu- 


* For the sake of simplicity, we do not consider the effects of international competi- 
tion upon the attempt to shift the tax to the prices of different products. 
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late mechanization is not valid, even in the case in which a price 
increase results from the contribution. In all production the fac- 
tory equipment used was produced in earlier periods. ‘These 
means of production are paid for through the debt service and 
through this debt burden the actual costs of production are in- 
fluenced by the previous level of costs of production. The mar- 
ginal producers will not calculate depreciation and interest on 
the basis of higher time values. Often they will calculate just the 
interest they actually have to pay (and which is based on cost 
values) and sometimes they will not be able to include any de- 
preciation and interest in their cost price calculation. When a pay- 
roll contribution is introduced or increased the prices of machines 
will not go up simultaneously with the wage costs. There remains 
a certain lag in the process of adjustment, from which a stimulus 
to mechanization emerges. Mechanization due and due only to 
this stimulus does not involve an increased productivity.’ For the 
individual entrepreneur it results in a reduction of his social bur- 
den, but, because the contribution must be levied, it only shifts 
this burden to other entrepreneurs. Under certain conditions this 
may increase the number of the technologically unemployed and 
thereby the total amount of the social burden. 

The same arguments prove that the payroll contribution im- 
poses a higher burden on industries with comparatively larger 
numbers of workers than on industries with comparatively large 
capital investments. The payroll contribution is thus an unequal 
tax which hinders the development of the most efficient technique 
of production. 


Ill 
The “Value Added Tax” 


The question as to whether another method of financing unem- 
ployment compensation should be preferred to the payroll con- 


1 There may be cases in which the mechanization of an industrial process is already 
pending but is realized only under the influence of this additional stimulus of the 
payroll contribution. 
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tribution can be raised only by those who are willing to change 
the contributory system into a tax system.1 Many advocates of the 
relief plan as opposed to the insurance plan suggest the levying 
of an income or inheritance tax to obtain the necessary means. 
They intend thereby to achieve a redistribution of income.? In 
face of the large tax bill of the nation there are sufficient oppor- 
tunities and necessities for increasing income and inheritance 
taxation up to its psychological and economic limits. From argu- 
ments which we shall discuss in the fourth section of this article 
we conclude that in the case of the introduction of an unemploy- 
ment compensation scheme a tax should be levied which would 
constitute a cost factor of production. 

The objection to the payroll contribution was that it imposes 
as a tax basis only one cost factor of production, the cost of labor, 
and thereby distorts, at least temporarily, the “natural” relations 
of the different cost factors to each other. The conclusion might 
be drawn from this observation that the burden should be based 
not only on the costs of labor, but also on the costs of capital. 
Would a capital tax, for example, be a better method of raising 
the necessary funds for unemployment compensation? A capital 
tax could be recommended because it would have to be paid 
whether the factory is running at full or reduced rate of operation 
and because it would stimulate steady re-employment. Let us see 
what are the effects of an industrial capital tax. 

Fundamentally, we may, with only slight modifications, apply 
the analysis of the incidence of the payroll contributions also to 
the capital tax as well as to every other cost tax. In so far as the 
payroll tax will be passed on to the workers the same holds true 
for the capital tax. Under this assumption we reach the rather 
paradoxical result that from a social viewpoint a capital tax is less 
advantageous than a payroll tax. If the tax is offset by a wage 


* We do not discuss whether or not specially earmarked taxes should be levied for 
this purpose. Also without such a device a correspondence between certain expendi- 
tures and certain taxes might be considered. Cf. Colm, Gerhard, “The Ideal Tax 
System” in Social Research, vol. 1, no. 3 (August 1934). 

* An example of this is the bill proposed by the Socialist party of Ohio in 1932. 
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reduction then the wage reduction must be much greater in the 
case of a capital tax. This tax is comparatively high in industries 
with comparatively large capital. Thus a small number of wage 
earners would have to bear the large tax upon these industries. 
If we assume that all wages within a nation have a certain inter- 
dependence then the wages in industries using more labor than 
capital would tend to fall off proportionately. The wages in these 
industries would fall off more than the amount of the capital tax, 
leaving to the entrepreneurs in these industries a differential 
profit realized at the cost of labor. 

We have found, however, that the assumptions upon which 
this theory is based are not very realistic. We have to consider 
the other case, too, according to which the tax will result, at least 
partly, in increased prices. The capital tax has, in contrast to the 
payroll tax, a pyramiding effect if it is assumed that the tax can 
be added on to the prices. A payroll tax which is paid by entrepre- 
neur A is not increased by the fact that entrepreneurs B or GC, 
from whom he buys his raw materials and equipment, add the tax 
to the prices. He must, of course, pay higher prices for these ma- 
terials but these costs do not influence the basis of his tax. If the 
industry is taxed on the basis of capital investment and prices 
increase correspondingly, then the same investment requires a 
higher capital. ‘The entrepreneur has not only to pay a larger sum 
of interest for the greater capital but also the higher tax, which is 
based on this enlarged capital. This pyramiding effect of the tax 
is greater the more capital is invested in an industry in relation to 
the employment of labor. This effect would be counterbalanced 
only if we assumed that the increase in prices could induce a cor- 
responding increase in wages. Only in this case would the payroll 
tax also have a pyramiding effect. We conclude that the payroll 
tax is disadvantageous for labor-intensive industries and the capi- 
tal tax for capital-intensive industries. 

The capital tax would, moreover, increase overhead costs and 
increase thereby the rigidity of the cost structure. Such cost fac- 
tors are a penalty for the reduction of production and they form 
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a certain incentive to steady employment. It is possible, indeed, 
that such a device may regulate seasonal fluctuations to a cer- 
tain extent, but not cyclical fluctuations. Can employment be 
stabilized by inducing the entrepreneur to maintain his produc- 
tion even under adverse market conditions? The large overhead 
costs of industries which exist besides capital taxes could not bring 
about such a stabilization. Therefore we do not believe that taxes 
could have this effect, at least not to an appreciable degree. Stabi- 
lization policy must, according to our opinion, start from the other 
end. 

A tax which chooses as its basis of assessment the sales after 
deduction of all expenses for raw material and for repair and 
replacement of equipment, that is, a tax on the “value added by 
manufacture,” would avoid the extreme effects both of a payroll 
tax and of a capital tax and, we might add, of the crude sales tax.* 
It would burden the industry, roughly speaking, according to the 
amount of wages plus debt service plus profit. This tax is a “‘cost 
tax” and has the same effects as described above in referring to 
the payroll tax on prices and wages. It is distinguished from the 
income tax in so far as the marginal producer also has to pay some 
tax as long as he is earning at least the wages which he pays. It is 
distinguished from the payroll tax in so far as it has a different 
effect upon the cost structure. No tax can burden all branches and 
every plant of industry equally because the effect of the tax de- 
pends in every case on market conditions. But such a tax equal- 
izes the burden on labor-intensive and capital-intensive industries 
as well as any tax could. A firm cannot avoid the tax by mechaniza- 
tion if the decrease in wages is brought about at the cost of an 
increased debt service, because both wages and debt service are 
included in the basis of assessment.? 


*'We may call the value added tax a “refined sales tax” —refined, because it reduces 
the pyramiding effect of the crude sales tax by eliminating the value of purchased 
materials, etc. We raise the question, without answering it, whether or not amounts 
spent for depreciation should also be excluded. 

*'We do not discuss here whether or not this tax should be levied at such a rate 


that it might meet other social costs besides the costs of unemployment compensa- 
tion. 
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IV 
Pooling of Risk and Merit Rating 


The social unemployment insurance of England or Germany 
pools the various risks not only among the individual firms but 
also among the branches of an industry. All have to contribute 
the same rate. The trade union systems and the other systems 
carried by special funds of the various industries of a country 
pool the risks among the firms of one branch of industry only, 
but the contributions may vary from branch to branch according 
to the various hazards of unemployment. In cases of independent 
local insurance funds the risks of firms and employees of a certain 
region are pooled, but the contributions may vary from one to 
the other district, even if the same benefits are granted, if the 
hazard of unemployment varies. The extreme separation of risk 
is achieved in a self-insurance system, for instance according to 
the “Wisconsin Plan,” the first unemployment insurance scheme 
on a compulsory basis introduced in the United States. Each firm 
has its own account with the insurance fund. It contributes a 
certain percentage of the payroll which decreases from 2 to 1 per 
cent if the reserve per employee has reached $55; the contribu- 
tions may be stopped, if the reserve per employee has reached $75, 
If the reserves decrease because of drawing of benefit payments 
by dismissed employees the corporation must begin to contribute 
again. According to this scheme, every firm has to carry the burden 
of the unemployment of those who are dismissed by this firm. 
The risk of unemployment becomes thereby, up to a certain ex- 
tent, an element in the costs'of production. The special feature 
of the Wisconsin system is that the individual reserves are held 
with a state insurance fund, allowing, thereby, a planned invest- 
ment policy. 

This raises a fundamental question. Is unemployment a hazard 
comparable, let us say, to an earthquake—an accident, the burden 
of which should be distributed as widely as possible among the 
citizens—or should every firm pay in proportion to the share it 
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has in the dismissals? The adherents of the first view say that 
separation of risk accumulates a social burden upon those indus- 
tries which also suffer from other effects of heavy fluctuations. 
The advocates of the latter opinion say that equal contributions 
mean subsidies for industries with heavier fluctuations at the cost 
of industries with a more steady development. They say that an 
industry has a right of existence in the market economy only if it 
is able to meet its cost of production in the long run. And to the 
cost of production belong not only the raw material, the equip- 
ment, labor and other business costs but also a certain hazard of 
unemployment. If it is, for instance, possible to develop with a 
limited supply of capital one of two industries, one involving a 
lighter, one a heavier risk of fluctuation and unemployment, then 
the economist should decide to develop the latter only if the 
yield would meet, besides the business costs of production, the 
social costs of business fluctuations. If there are political, cultural 
or special economic reasons for granting subsidies to certain in- 
dustries this could be accomplished in many ways. And if a de- 
pression grows to an exceptional and unexpected size and becomes 
a national disaster then, of course, the benefits and subsidies 
should not be confined to the amounts of the taxes imposed on 
the business itself but all tax and credit resources of the nation 
must be used to dam the flood.t The question of an equal or 
graduated contribution (or tax), the merit rating, refers only to 
the differences in the “normal” risk of fluctuations and excep- 
tional risks should be pooled. In the case of fire insurance, it is a 
matter of course that the premium for a brick house will be lower 
than for a frame house. This graduation stimulates the construc- 
tion of buildings with a smaller risk, which is certainly a reason- 
able economic effect. Why should the state not apply the same 


*During prosperity the value added tax (supplemented perhaps by a small tax 
upon the wage earner) should meet the current benefits and allow for the accumula- 
tion of a fund (or better: for paying off debts contracted for unemployment relief 
in the last depression). During the downward movement of the cycle the rates of 
business and cost taxes should not be increased. The deficit in this period should 
be met by credit and, if inevitable, by increased personal taxation and duties on 
mass luxuries. (Cf. Colm, Gerhard, “The Ideal Tax System,” loc. cit., pp. 337, 338.) 
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method of favoring industries with a smaller risk of fluctuation, 
diverting capital and labor from branches with heavier fluctua- 
tions and, in the long run, diminishing thereby the total amount 
of social costs? 

A variation similar to that existing among different industries 
also exists between different districts. The same amount of unem- 
ployment creates a different social burden, for example, in a 
metropolitan district as compared with a rural district, chiefly a 
rural district in which the workers own a little plot of land for the 
support of their families. The industrial development of such com- 
munities could be fostered, if such districts, complying with cer- 
tain standards, had a privileged rate of contribution or tax. 

We cannot prove here, without much careful analysis of the re- 
lationship between industrial structure and business fluctuations, 
how far such a policy might be able to regulate business fluctua- 
tions. We may, however, emphasize that this can be only a minor 
means, but that it can check an overdevelopment of industries and 
districts which would not have occurred if the social costs of fluc- 
tuations were imposed upon every district or industry. 

The insurance plans which are carried by independent funds of 
trade unions, industrial associations or communities act in this 
direction but involve the danger of insolvency in the case of excep- 
tional unemployment in a certain industry or a certain district. 

The Wisconsin Plan offers the most extreme separation of risk. 
It too, however, has certain disadvantages. Because of the lack of 
any pooling, the social efficiency of the system is very limited. The 
rates of the contribution to the reserve have to be very high if the 
system is to provide real security for all employees. There is the 
further fact that the individual unemployed depend upon the in- 
dividual corporation. The unemployed do not receive benefits if 
they leave their jobs “voluntarily” or because of “misconduct” or 
“trade disputes.” The possibility of quarrels and the necessity of 
strict supervision must result from such a system because the in- 
dividual entrepreneur is interested in seeing that the number of 
unemployed eligible for benefits from his reserves should be as 
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small as possible. As to the hope that this system might stabilize 
the business management, we may refer to our remarks concern- 
ing the stabilizing effect of a capital tax (cf. pp. 160-61) . This sys- 
tem increases the rigidity of the industrial cost structure by the fact 
that corporations which could stop their contributions in the 
period of prosperity when they reached the limit of their reserves, 
must begin their contributions again during the depression, when 
benefit payments drain the reserves. 

There is a final objection from the economic viewpoint, which 
again involves a question of principle. A factory with very heavy 
fluctuations but with comparatively few workers and therefore 
few dismissals has only a smaller share of the social burden than a 
factory using more labor and less capital. And yet this factory with 
few workers may, by great variation in the size of its orders, bring 
about unemployment in other factories. It may bear its share 
indirectly when the prices of these materials or equipment which 
the firm buys increase because of the contribution or tax imposed 
upon these industries, but whether or not that occurs depends on 
the market situation and it is safer and fairer to graduate the tax 
according to the fluctuation in sales rather than according to the 
actual dismissals. : 

Is there a system which combines the economic advantages of a 
system of separated risks with a system avoiding the disadvantages 
of the system of independent funds or of the self-insurance system, 
and is such a system practicable? In Part m1 we concluded that a 
tax, based on the value added by manufacture, would, from an 
economic viewpoint, be preferable to the payroll contribution. 
The considerations of this section lead to the suggestion that the 
national efficiency (determined by the productivity minus the loss 
through unemployment of men and machines) would be increased 
in the long run, if such a tax were graduated according to differ- 
ent industries and districts. The average differences in business 
fluctuations, after excluding the extremes, could be the basis for 
such a classification. The unemployed of any industry or district 
which faces an exceptional depression will draw a higher propor- 
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tion of benefits than the industries and districts contributing un- 
der such a scheme. The advantage of pooling exceptional risks 
would be combined thereby with the advantages of the merit rat- 
ing. Because of administrative difficulties, this graduation should 
contain only very few and broad classes. It must be considered 
whether a gradually introduced merit rating might be advisable 
in order to avoid sudden changes in the competitive conditions of 
different industries (as proposed by the Ohio Commission) . 

We mentioned the possibility of raising an employees’ wage tax 
besides the value added tax. Two arguments may be made in favor 
of a small wage tax. One is the psychological factor mentioned 
above which might still be valid. The other is that a wage tax, 
levied for this or for other purposes, gives the possibility of a 
graduation by exemptions and by classified rates. A higher rate of 
the wage tax might be advisable, for instance, in the case of in- 
dustries with regular seasonal employment. In such industries 
(e.g. the building industry) wages partly anticipate the risk of 
unemployment. If seasonal unemployed are eligible for benefit it 
is but right that they pay a higher tax. Wage earners beyond a 
certain minimum and with a larger number of dependents could 
be exempted from the tax and yet be eligible for unemployment 
benefits. The market wage could in this way be corrected some- 
what toward the social wage. But this problem of the wage tax is 
not essential for the whole system. 

Such a system of financing unemployment compensation by a 
value added or refined sales tax, graduated according to the dif- 
ferent risks of various industrial branches and with a tax privilege 
for industrial rural communities, would combine a maximum of 
tax equality and fiscal efficiency with the task of imposing the 
average social costs of industry as far as possible on the costs of the 
respective industries and districts. A value added tax will not pre- 
vent an entrepreneur from reducing production and unemploy- 
ment if he faces a bad market situation. But it prevents him from 
mechanization for the mere purpose of avoiding payment of con- 
tributions and it aims at a more balanced industrial structure of 
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the country.! The disadvantage of such a system is obvious. The 
assessment of a graduated value tax, possibly supplemented by an 
employee’s wage tax, is more complicated than the collection of 
payroll contributions. This might be a serious objection, chiefly 
for a country which launches an unemployment compensation 
system for the first time. But the higher the social burden becomes, 
the more urgent the refinement of the method of meeting this 
burden will be. We may recall the process of refinement of per- 
sonal taxation from the old capitation tax to the modern income 
tax, but our business taxation is still nearly as crude as it was 
centuries ago. 


* We have not dealt with the stabilizing effect of a proper policy of investing unem- 

ployment reserves. We regard this as no special problem of unemployment com- 
pensation, but as a part of the cyclical policy of the treasury at large. For this 
problem, cf. Hansen, et al., op. cit. (Part iv), and Economic Reconstruction, the 
Report of the Columbia University Commission (New York 1934). 








INSURANCE OR RELIEF 


Some Remarks on the Article of Dr. Colm 


BY FRIEDA WUNDERLICH 


For decades the British dole system has been a target of criticism 
in this country. The American philosophy of individualism and 
self-help, constitutional difficulties, national optimism and the 
consciousness of the vast resources of the country, have resulted in 
the conviction that the unemployed person should look after him- 
self. The condemnation of the European unemployment insur- 
ance systems has been much greater than the facts warranted, 
although there can be no doubt that all these systems had to over- 
come enormous difficulties, that they had to correct mistakes and 
to reshape their schemes over and over again. Now the Security 
Bill marks a revolution in American philosophy and politics in 
its recognition that the risk of unemployment is too great for the 
individual to bear alone and that the government must step in to 
ensure him some income for the time during which he cannot get 
employment. The United States is in the lucky situation of begin- 
ning so late that.the worst mistakes could be made elsewhere. 

As already mentioned by Dr. Colm, the Ghent system, the sub- 
sidizing of trade union and other funds, which is still in effect in 
eight countries, is not suited to the United States because it can 
be used only in a country where trade unions include a high per- 
centage of the working class, where they organize the weakest 
group, the unskilled, and where they do not follow a monopolistic 
tendency. American unions, pursuing such policies as membership 
restriction and initiation fees, are unfitted to carry a public insur- 
ance scheme. The closed shop and unemployment insurance are 
incompatible. Other drawbacks of the Ghent system are that every 
group of workers has to bear its risk alone and that employers 
contribute nothing. A last argument against the adoption of such 
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a scheme is that in all systems, including those of compulsory 
insurance, it has proved a great mistake to give the administration 
to the insured themselves. They are incompetent to administer 
so large an institution. Trade union bureaucracy has been found 
to develop just as much red tape as state administration, and the 
insured, who would tolerate some kind of public bureaucracy, 
have shown themselves very sensitive to the chicanery of their 
own class. Valuable and necessary as has been the help of advisory 
boards of the insured and employers, these groups should never 
again take full responsibility for administration. 

There remains the second system, that of compulsory insurance, 
which is in effect in nine countries, Great Britain and Germany 
being the most outstanding examples. Both these nations have 
handled schemes of insurance, assistance and relief at the same 
time. A sharp distinction must be made, however, between the 
basic conceptions of a system of insurance and one of relief, in 
spite of the fact that an insurance system may come to include 
some relief features. Under insurance the claim is always founded 
upon the right to draw benefits. This right is pre-existent to actual 
unemployment. The grant of benefit depends only on the question 
whether the risk insured against has arisen and whether certain 
other conditions are fulfilled, such as a qualifying period, invol- 
untary unemployment, a capacity to work. All these conditions 
only determine the risk and the fact of actual employment before 
the occurrence of the risk. Under public relief the claim can be 
made only in the case of need, and is therefore connected with 
the means test. But need is no definition of the risk, and therefore 
wherever the means test is introduced in an insurance scheme the 
latter is changed into assistance or relief. There may be a third 
kind of help, midway between insurance and relief, a system of 
public assistance which resembles relief in so far as it is financed 
by taxation and requires the means test, but which is handled 
more generously than relief and does not use case work methods 
but distributes benefits in a schematic way. American pension 
systems belong to this group. 








170 SOCIAL RESEARCH 


In examining the effectiveness of the German and British sys- 
tems it must be remembered that an insurance scheme has to un- 
dergo at least three tests. The first is whether it really protects the 
unemployed against destitution; the second, whether it helps or 
hampers the reabsorption of labor into employment; the third, 
whether it covers the whole risk and can be financed by insurance 
methods without threatening business recovery. 

As to the first question, both the British system and the German 
protected the insured against utmost destitution. Benefits, of 
course, have nothing to do with guaranteed maintenance, and 
probably there were always families whose needs were not met. 
But on the whole serious privation was avoided. 

The second question, as to whether insurance hampers the re- 
absorption of labor into employment, furnishes one of the most 
important arguments in the United States against the dole system. 
The great reproach against insurance is the belief that those who 
can get a dole will not be inclined to take a job and that malin- 
gering hampers the reabsorption of labor. British and German 
experience shows that this belief is ill-founded. Years of dole have 
not hindered the insured from rushing into a job when a job was 
offered. But I have to make a few reservations which should be 
considered when a new scheme is constructed. 

The first is that the unemployed do not take odd jobs when the 
insurance administration, by its bureaucratic organization, com- 
pletely absorbs the gain of these jobs. This happened in Germany, 
where the trade union bureaucracy worked with utmost ineffi- 
ciency in managing the insurance institution. This drawback can 
be avoided in setting up the administration. 

A second problem is that every unemployed individual compares 
the wage of the new job with the dole and does not accept when 
the margin is not large enough, at least to cover the expenses con- 
nected with the job (such as carfare, wear and tear of clothes) . 
Especially for married women, for whom the more careful run- 
ning of their households means saving, the wage stimulus has to be 
great. Such a comparison cannot be completely avoided by gradu- 
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ating benefits according to previous wages, because the unem- 
ployed person may have to accept a lower paid job than he had 
before. It must always be the function of unemployment benefits 
to check the downward movement of wages. The higher the bene- 
fit, the greater the chance that the new wage is no attraction. In 
regulating separately the benefits for groups accustomed to accept 
cheap, “fill-in” work in slack times the German scheme tried to 
restrict the number of small margins between dole and wage. I do 
not see any other way for countries not willing to leave their un- 
employed unfed or to regulate depression wages by starvation. 

A third problem of benefit systems is the inclination of the 
unemployed to do clandestine work, to accept the dole as a fixed 
income and at the same time to take odd jobs for low wages. This 
may occur in the relief as well as in the insurance system. In Ger- 
many it was much more frequent in the relief system, because its 
benefits were lower, and the lower the benefit, the greater the 
temptation to do clandestine work. The guilt in these cases was 
due principally to the employer who tried to get low paid workers. 

In considering the German experience with insurance I come 
to the conclusion that even in the cases mentioned above there 
was no demoralization of the worker. Employers abused insurance 
much more than did the insured. They not only tried to get cheap 
work, but they also laid men off who would have been retained if 
no other support were available. Since they were paying insurance 
contributions they felt no obligation to keep their employees, and 
thus they increased the instability of employment. These abuses 
were not extensive enough to hamper recovery but measures for 
avoiding them must be sought. Such measures were not looked 
for in Germany because the Federal Institution for Placement 
and Unemployment Insurance considered it to be its function to 
relieve the employer from dispensable employees. 

These three weaknesses of unemployment benefits in further- 
ing the reabsorption of labor can be confronted with an important 
advantage in the insurance system. Unemployment insurance must 
always be connected with a system of well organized employment 
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offices, and these may become a powerful factor for cutting down 
the period of idleness to the lowest possible minimum. 

The third test of unemployment insurance is the decisive ques- 
tion whether this system has succeeded in forecasting and financ- 
ing the risk. ‘The answer is no. The development in Great Britain 
and in Germany has been similar. Before the depression both 
systems intended to care for all employable unemployed, and they 
established only a small additional scheme to provide for those 
whose insurance rights expired. They were attempting a hopeless 
task. Loss of actuarial basis, increasing government aid, endanger- 
ing of public finances, reorganization of the scheme with the aim 
of balancing income and expenditures and of separating insurance 
and relief, shifting of an increasing share of the burden from in- 
surance to relief were the similar stages in both countries. There 
was a complete upset of all calculations, a financial breakdown of 
the systems, in spite of all attempts to adjust the amount, duration 
and conditions of benefits and the size of contributions to the 
shrinking means. It was impossible at any date to calculate the risk. 

In facing this situation the nations had a choice. They either 
had to abandon insurance, or to supplement it with a wide scheme 
of assistance or relief or both for those who fell outside the limited 
range of a genuine contribution scheme, Dr. Colm would choose 
the first alternative and displace insurance by a qualified scheme 
of assistance. What would be the advantage? Even if this tax, as 
compared with payroll contributions, has the economic advan- 
tages which Dr. Colm describes, the question remains as to whether 
these economic advantages are so important that they justify the 
abandonment of social advantages which an insurance system has, 
compared with even a qualified assistance scheme. The proposal 
of Dr. Colm cannot solve the financial problems more easily than 
can unemployment insurance. Costs of unemployment compensa- 
tion could be reduced only by a general application of the means 
test, but Dr. Colm suggests a benefit period without means test 
exactly corresponding to the benefit period of insurance. The risk 
cannot be predicted in either system. Dr. Colm suggests for the 
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assistance scheme too that in a severe depression all tax and credit 
resources of the nation must contribute to the unanticipated costs. 

Contributions to an insurance fund can be collected even more 
easily than taxes. There may come a time in the depression when 
the question whether it will be possible to collect taxes becomes 
acute. Contributions never will be considered as public means. 
They are for the worker wages which he saves, for the employer 
amortization of labor power, corresponding to the writing off of 
machines. 

Both Great Britain and Germany chose the second alternative, 
the establishment of two unemployment services (in Germany 
three) . The insurance system allotted benefits to qualified appli- 
cants, the assistance scheme paid benefits on a needs basis. There 
were many who questioned the need of this double machinery, 
this inequality of treatment, and advocated a combination of both 
systems so that relief might be given to all. At first glance such a 
unification has a great appeal to systematic thinking, but there are 
many arguments against it. The following summary presents only 
a few of the reasons in favor of keeping the insurance scheme in 
spite of all drawbacks. Some have been mentioned by Dr. Colm. 

The outstanding feature of the American situation is the work- 
er’s headlong fall from a relatively high standard of living into the 
depths of nothing. One can hardly overrate the destructive effect 
of such a reversal on nerves and family life. No relief system will 
be able to mitigate it. The worker who had a high standard will 
be afraid of asking for relief, and it must be refused as long as he 
has reserves. Insurance, however, establishes a transitional state in 
which the unemployed can adjust himself, can move to cheaper 
quarters or make other arrangements. In this period he is not 
obliged immediately to dissipate his savings for he has the guar- 
antee of a small fixed income, an income which lacks the degrad- 
ing feature of relief. 

Relief is always made obnoxious in order to discourage people 


*Excellent defenses of insurance are Rubinow, I. M., The Quest for Security (New 
York 1934); Epstein, Abraham, Insecurity, A Challenge to America (New York 1939). 
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from applying. Insurance tries to establish self-respect through 
granting a legal right to benefit. One could argue that it is not 
necessary to make relief humiliating and detestable, that it should 
be handled in such a way that it protects self-respect and independ- 
ence just as insurance does. Take out the means test, says Dr. Colm, 
and establish the right to relief—a splendid aim which never in 
history could be fulfilled. To grant relief to those who are not 
needy has always been considered a waste of public funds because 
at the time when help is most needed resources are most difficult 
to raise. Whenever the taxpayer is burdened with the expenses of 
relief, and especially when he himself is a little man, he will exer- 
cise pressure to have the sums he renounced used only for indigent 
people. He will demand a right to examine the need as sharply as 
possible in order to exclude all those who have means of their own 
or near relatives who can care for them, and to grant only the 
bare minimum of subsistence. This searching inquiry into per- 
sonal life is degi«.‘ing and destroys finer human values. It makes 
the son dependent on his earning father, or the father dependent 
on his son. Usually too it leaves room for arbitrary decisions. Thus 
every means test, even if applied in a system of assistance, tends 
to deter people from asking relief. However tactful the adminis- 
tration of relief, it cannot but have a deleterious effect upon the 
recipient, whose dignity may be hurt and who is punished for 
having saved. Only the man who has himself contributed will keep 
his head high in receiving benefit. The unemployed must be pro- 
tected against the taxpayer, and only in utmost emergency, as the 
cheapest way of preventing the poor from starving, should relief 
be applied. 

In this connection it is beyond question that a short period of 
insurance will prevent a much larger number from receiving relief 
than those who get insurance benefit. Employers are inclined to 
give their preference to those who have been out of work only for 
a short time, and there is therefore much more rotation in the 
insurance groups and many are not obliged to ask for relief. 

Another disadvantage of relief as provision for the unemployed 
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arises from the fact that its typical method of procedure is case 
work. This method of individual help is unnecessary and un- 
wanted when the cause of distress is not individual but is the fate 
of masses. Moreover it can be used efficiently only by the trained 
social worker, and in a period of emergency the number of trained 
workers available is almost certain to be inadequate. The unem- 
ployed feel themselves as a mass and must be cared for by mass 
provisions. After a long period of unemployment there may be 
some necessity for case work, and only then should it be used. 

As to the waste of keeping several administrations, friction will 
arise only if there is no cooperation, no coordination of activity. 
With cooperation it may be much sounder to have two smaller 
differently handled administration systems than one enormous 
bureaucratic machine. In periods of vast unemployment it becomes 
dangerous to concentrate in one administration all measures for 
the unemployed and to direct their unrest against it. 

My conclusion for the United States is that it should experi- 
ment with limited systems of insurance, always with the clear 
knowledge that it is impossible thereby to include all the unem- 
ployed. Unemployment is not insurable with the promise of 
benefits of a certain amount and of fixed duration. If the solvency 
of the fund is to be preserved, the insurance system has to be elas- 
tic and systems of work relief and of dignified assistance or relief 
must be attached to it. Insurance and work relief together will 
greatly reduce the dimensions of the problem. All the European 
experience in respect to such questions as administration and the 
avoiding of abuses should be considered. Deepest distrust has to 
be exercised against all plans which try to use unemployment in- 
surance as a means of expropriation, of secretly overthrowing the 
economic system. The opponent is not so stupid and not so weak 
as to endure such measures, and fascist countermovements will be 
the only result. Insurance should not be discredited by such means, 
because it is the way of strengthening the forces of self-help, self- 
responsibility, independence and the feeling of being united in a 
great community of fate. 











TYPES AND POTENTIALITIES OF 
ECONOMIC PLANNING 


BY EDUARD HEIMANN 


Three elements derived from three different sources are com- 
bined in any contemporary attempt at economic planning: a dy- 
namic, an equilibrating, and a socio-political element. The modes 
and relative weights of the elements in the combination constitute 
the different types of plans. It need not be stressed that this typol- 
ogy is tentative and will require a fuller elaboration against the 
background of varying actual situations which it seeks to com- 
prehend. 


I 


The first element is best understood by a consideration of its 
oldest representatives. From of old there have been works neces- 
sary for the rise and functioning of civilization and yet inaccessible 
to the initiative, skill and reach of individual craftsmen. We may 
regard as the prototype of such works the huge irrigation systems 
on the Nile and the Euphrates, in which the known history of 
mankind originated. For technical reasons both the building up 
and the operating of such enterprises require a long range plan 
and presuppose an established power carrying out the plan and a 
staff of engineers and accountants in its service. That is, they pre- 
suppose a centralized power which on its part establishes the coun- 
try as a unit, and creates all the conditions of its evolution.! 


*Dr. Hans Staudinger suggests that the phenomenon cannot adequately be con- 
ceived from the technological side. The reason that the state as the representative 
of the community is alone capable of undertaking the task is in his opinion the 
incidence of cost on the one hand and returns on the other hand upon different 
units of production, and the impossibility of distributing the cost among the bene- 
ficiaries in proportion to their respective profits as derived from that central enter- 
prise. The principle as such is well known and has especially been made use of by 
Pigou, Economics of Welfare, 2nd ed. (London 1924); it is the emphasis laid upon 
its significance that appears new and fundamental. Dr. Karl Brandt suggests that 
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The less developed a country is, the more will it present oppor- 
tunities for planning of this type. They usually require, or are at 
least greatly facilitated by, a central power to plan and carry out 
the work, no matter what the political foundation and spiritual 
implications of that power might be. The neutral (namely tech- 
nological) character of the type in question makes it available for 
any kind of political regime and makes it attractive to all power- 
ful rulers. Theoretical writers on public economy are especially 
fond of this type of planning, primarily because the operations 
involved represent a dynamic element which may develop or re- 
model the whole of the economic body. Its true importance for 
the problems of our days can best be made clear in connection 
with the discussion of the second element in our analysis. At this 
point it is sufficient to note the analysis applies not only to the 
ancient irrigation works of the Nile and the Euphrates, but equally 
to modern undertakings such as the Dnieperstroy project under 
the Five Year Plan, the canalization of the Tiber in Italy, and the 
Tennessee Valley project under the New Deal. 

It will be obvious that such hydraulic enterprises do not offer 
the sole, although the most conspicuous, examples of planning 
capable of inaugurating a new phase in economic history. The 
economic character of those enterprises may be called dynamic, 
not in the usual sense of the term as it appears in economic theory 
where it means any sudden change and progress, but in a sense of 
much wider scope and significance, denoting the setting of new 
and undreamed of conditions and requiring at the same time an 
unusual amount of investment. Would not the establishing of 





the comprehensive organization required for hydraulic and similar works need not 
necessarily be’ the compulsory one of the bureaucratic state, as Max Weber had 
inferred from his analysis of Egypt and Babylon. (Cf. “Agrargeschichte der Alter- 
tums” in Gesammelte Aufsétze zur Sozial- und Wirtschaftsgeschichte, Tiibingen 
1924). A spontaneous cooperative organization of the peasants would attain the 
same end and in fact this has often occurred in history. We may note the incom- 
patibility between Dr. Brandt’s and Dr. Staudinger’s arguments, inasmuch as the 
cooperative organization would presuppose sach a working plan for the distribution 
of costs and returns as appears impossible to Dr. Staudinger. Anyway one can not 
assert the identity of community and state in America, where history starts with the 
extreme individualism of the frontier. 
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railroads and power plants have been more efficient and less waste- 
ful if they had from the outset been coordinated into one unitarily 
planned geographical system?? 

The distinction between this dynamic phenomenon and every- 
day economic activities cannot easily be indicated in empirical 
terms. Yet they can be defined theoretically. It is not essential and 
may not even be possible to calculate the contribution of these 
works in terms of market values. The market itself is affected by 
the relatively higher productivity of labor such as follows upon 
the introduction of such works. Indeed, it may well be that the 
market first came into existence as a result of some such powerful 
dynamic force. In such case calculations would necessarily have 
been made in terms of technical and labor units. It would be 
difficult or impossible to measure that force in normal terms of 
calculation, market values, if these are subject to a complete revo- 
lution as one effect of the force to be measured. The new epoch 
initiated in this way cannot be expressed in terms of the pre- 
ceding epoch. 


II 


Our second element we characterized above as equilibrating; it 
may be claimed as economic in the proper sense. It is this element 
which contains the core of what is generally termed planned econ- 
omy and is regarded as more or less closely linked to a socialist 
structure of society. It is not primarily concerned with the develop- 
ment of epoch-making opportunities; on the contrary it envisages 
the regulation of the diversified current production as it exists. 
Under the traditional system production is organized on lines 
of private capitalistic property and initiative. The theory applica- 
ble to this system asserts the naturally necessary interlocking of 
specialized individual activities as an effect of the fluctuations of 
free prices. Practically complete mobility and flexibility of the 
economic units is required to adjust the structure of production 


1It must, however, be noticed that railroads and power plants could be established 
rapidly only because they had not to wait for a systematic organization. 
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to the changes of demand and to employ all existing factors of 
production in varying combinations so as to secure a maximum 
output. The transition to a growing rigidity of the technical ap- 
paratus is destructive of the conditions of automatic harmoniza- 
tion. On the one hand the recent increase in durable goods, both 
consumers’ and producers’, is responsible for periodical fitful re- 
cessions of demand and corresponding idleness of the plants spe- 
cialized to producing these goods. On the other hand the rigid 
and unchangeable equipment of these plants not only prescribes 
the directions of production once for all, but also the maximum 
volume of labor employable in those plants. This rigidity becomes 
a more and more important factor as the capital requirements per 
job increase. This situation demands a long range survey and 
regulation of the specialized activities of the several enterprises to 
secure their interlocking and maximum employment. 

The case is analogous with that of a rigid though much ramified 
technological unit as discussed above. We may say that in spite of, 
or on account of the division of labor among many members, the 
whole of the productive body must be administered as a unity 
from a central point to secure the interlocking of the specialized 
activities. The productive body appears as a technological unit. 
In taking this viewpoint we must, however, not overlook an im- 
portant qualification. 

Big hydraulic and similar works push development ahead; reg- 
ulation of current production has to smooth out and stabilize a 
system which is very unstable under individualistic management. 
Still more important in the light of the experiences which have 
given rise to the call for regulation: the equilibrating type of 
planning is needed to protect the economic system from shrinking 
in the process of unregulated dynamic reorganization. It needs to 
maintain in the manifold industries severally such proportions as 
will permit an undisturbed circulation of the productive power. 
Consciously planned equilibrium in the movement is the more 
necessary the more violent and fitful the movement is. And yet 
this necessity is not clearly understood. The need of economic 
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unity is not so self-evident as the need of technological unity. The 
technological organization can be.conceived only as a unity, an 
economic system will always continue to consist of many different 
items and apparently unconnected activities. To equilibrate them 
within an economc unity is the nucleus of the idea of economic 
planning. This idea is far from precluding the dynamic changes 
in production which we have represented by our first element. 
Rather it presupposes them, inasmuch as a perfect state of rest 
would need no equilibrating arrangements. But this element in 
planning must be distinguished clearly from all others; it is the 
vital element. 

The relationship between the second and the third elements is 
analogous to the relationship between the first and the third. 
Social changes such as are aimed at in connection with the at- 
tempts at planning are compatible with but not inherent in the 
stabilizing element. This element, like the first element in our 
analysis, requires a central power capable of carrying through a 
much ramified and farsighted plan. This precludes any social or- 
ganization without a stable and steady central power, but it allows 
for a choice between several forms of government which satisfy 
that formal postulate of power. As between these our principle is 
neutral, as the first element proved to be. It neither precludes nor 
necessitates a political change; it stabilizes either the existing sys- 
tem or another one which might be substituted for it. 

Three important examples of the equilibrating scheme may be 
cited. The first involves the monetary side of economic expansion, 
for instance the monetary consequences of an increase of the labor- 
ing population and of savings. If the money stream is kept con- 
stant in volume, nominal incomes will shrink and commodity 
prices will fall, to the exclusive benefit of the receivers of fixed 
incomes, and even for them only until the debtors break down. 
Stabilizing the price level, on the other hand, would involve an 
inflation of certain incomes and especially of profits with the ensu- 
ing dangers of overcapitalization if the expansion of the system 
happened to coincide with technical progress. Stabilizing the in- 
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comes (and the revolving fund of business money for the turn- 
over between the successive stages of production) is then the 
course to be steered by a money administration conscious of the 
problem. This course is deliberately chosen as a stabilization of 
prices would be, in the sense of neither depending on the spon- 
taneous fluctuations of gold production nor keeping the money 
volume constant.! Second, the durability of goods such as apart- 
ments and automobiles naturally brings about a shrinkage or com- 
plete vanishing of demand after any fitful expansion. This 
expansion, however, has under the conditions of a free market and 
free investments produced a corresponding increase in production 
so that the recession means unemployment of labor and loss of 
capital. The principle (not the details) of the remedy is easily 
derived from the foregoing diagnosis.” Third, the two tendencies 
constituting a dynamic economy, namely destruction of existing 
jobs by their mechanization and expansion by the emergence of 
additional jobs, are not automatically equilibrated. Mechanization 
saves the wages formerly due the workers and supplies indeed the 
wage fund for the compensating expansion, but not the capital 
equipment required beyond that wage fund. An even proportion 
between the investments of the mechanizing and the expansive 
types needs therefore to be provided for deliberately.* All three 
instances may be conceived as particular cases of the general de- 
vice of investment control; all three demand a deliberate distribu- 
tion of investments in order to prevent disturbances and shrinkage. 

These considerations may appear somewhat academic. The 
problem of today is not one of maintaining equilibrium, but that 
of restoring it after the most far reaching disturbance; employ- 
ment needs not to be preserved, but to be created. The more or 


1 Neisser, Hans, “Monetary Expansion and the Structure of Production” in Social 
Research, vol. 1, no. 4 (November 1934). 

* Clark, John Maurice, Strategic Factors in Business Cycles (New York 1934). 

* Heimann, Eduard, “Planning and the Market System” in Social Research, vol. 1, 
no. 4 (November 1934). I am gratified on this occasion to withdraw my criticism 
(loc. cit., p. 492) of the article by Kurt Mandelbaum and Gerhard Meyer, “Plan- 
wirtschaft” in Zeitschrift fiir Sozialforschung, vol. 3, p. 228. A thorough discussion 
with Dr. Meyer has revealed to me the true theoretic merits of this article. 
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less generally recognized device of recovery policy is found in 
public works. These offer additional employment on additional 
public investments and enhance the total purchasing power avail- 
able as effective demand for regular production until this produc- 
tion brings about its own demand. The most striking examples 
are presented by the United States and Germany, both devoting 
billions of dollars to public expenditures in their respective re- 
covery programs. The German case is particularly interesting be- 
cause of the nature and direction of the expenditure. If the British 
government is right in regarding German rearmament as an ac- 
complished fact, this fact must have had its bearing on the volume 
of employment. The orthodox view that this type of expenditure 
would only divert means from their normal uses must be aban- 
doned in the presence of the widespread idleness of these means. 
At the bottom of the depression armament, like any other addi- 
tional expenditure, means additional employment and additional 
effective demand for the products of normal production. 

This deliberate creation of investments of course represents our 
first element. It is its connection with the second element through 
which the economic significance of the first one becomes clear. 
Though the increment to purchasing power is a sufficient theoreti- 
cal justification for public works, a directly productive end is prac- 
tically indispensable. It is best afforded by such programs as 
enhance the productivity of the total economic system and is 
therefore nearer at hand in backward countries. A country like 
Germany can bring forward only a project for highways, in con- 
trast to the opportunities afforded to Russian development by the 
Dnieper River, and to American development by the Tennessee 
River. (It is true that Germany found a somewhat parallel oppor- 
tunity in her backward position with respect to armament.) The 
Russian and the American examples belong to the two subdivisions 
of our equilibrating element of planning and show the possibility 
of substituting the dynamic element for both the stabilizing eco- 
nomic element in Russia and the recovery element in America. It 
has been pointed out elsewhere that the task of economic plan- 
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ning is immensely facilitated by the combination with technologi- 
cal planning. In any emergency a country may avoid the extremes 
of unemployment by the inauguration of great hydraulic or simi- 
lar works. The somewhat precarious rule of even distribution of 
investments as suggested above is then widely replaced by a much 
easier device. Whereas the genuine stabilization has to provide for 
additional jobs capable of absorbing the workers who have been 
driven out of their former jobs through mechanization, no new 
permanent jobs are now required. At the end of any building 
period it is only necessary to transfer the workers to a new build- 
ing enterprise, and so on in a sequence arranged in the form of 
an echelon, as long as the reserve of building potentialities is un- 
exhausted. No scrupulous calculation of an equilibrium is then 
necessary; it is not even possible. All this applies to Russia today 
and shows the unique advantage of her technical situation in re- 
spect to the problems of planning. For a systematic analysis the 
important point is the transformation of the dynamic type of 
planning into a public investment destined to restore a disturbed 
equilibrium, as in the United States, or to preserve an existing 
equilibrium and maximum of productive employment, as in 
Russia. 

The merger of the first and second elements clarifies once more 
their mutual neutrality and remoteness from the social viewpoint. 
What form of government operates them is decided not with a 
view of efficiency of planning but by the interplay of the various 
political tendencies. The original identity of the modern idea of 
planning with an integral socialism is being left behind by the 
movement of history. The socialistic criticism of a spontaneously 
acting market has been generally taken over by and adapted to 
various ideologies. The initial belief in the identity of planning 
and socialism was based on the consideration that private invest- 
ments could never be effectively controlled from without in a 
system of private property and that particularly the big corpora- 
tions had plenty of opportunity to conceal the reinvestment of 
their profits. This ‘argument, however, is limited to the financial 
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side of investments and overlooks their technological side.1 No 
matter how skilfully the initial money form of capital destined to 
mechanize jobs is withheld from public examination, in the over- 
whelming majority of cases its final technological form becomes 
visible and conspicuous to any technological scrutiny. A control- 
ling board would therefore technically be in a position to ascer- 
tain any offense against its decisions as to the direction of labor 
saving investments, and to impose such restrictions as it found 
necessary. 

What matters is the political composition and independence of 
the controlling board. Is it politically able to use its technical 
power? No theoretic conclusion on this point is possible. Future 
experience alone can give a decisive answer. We may say that the 
supervision of labor conditions in the factories has been working 
very effectively in several countries where the government is de- 
pendent on or connected with the capitalistic stratum of society. 
The core of capitalism is of course affected less by labor protec- 
tion than it would be by the control of investments. However, 
there seems to be no theoretic reason why rigid control imposed 
upon business by the business community itself should be impossi- 
ble provided they comprehend their common interest in prevent- 
ing crises and undertake to perpetuate their own business system 
by sacrificing the dangerous spell of the boom. There is of course 
no ground either for the assertion that only an equalitarian society 
can be planned. 

As to fascism, the German example already appears to prove 
the workability of any controlling scheme under this regime. It 
is only through mistaking the sociological structure of fascism for 
a disguised but unchanged capitalism that socialist theory tries to 
maintain its claim to a monopoly in planning. Even if fascism 
were nothing but a militant form of menaced capitalism this 
monopolistic claim would probably be without justification, as 
suggested by the foregoing consideration. Moreover the identifica- 
tion of fascism and capitalism proves only that socialist theory is 


1This applies also to previous (German) writings of the present author. 
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incapable of living up to the problems which have arisen after its 
codification. In fact fascism is the emancipation of the petty 
bourgeoisie of precapitalistic origin and pattern from the adher- 
ence to capitalism as represented by big business. This conclusion 
is not refuted by the financial and political support which fascism 
enjoys from capitalism as against their mutual foe, labor, nor by 
the capitalistic attempts to recapture power under fascism, or at 
least to share in power. The specific issues between capital and 
labor are thrust aside (they are not solved) and the specific cap- 
italistic values of progress in accumulation and rationalization are 
disputed and cut short. The representatives of German fascism 
are by no means in sympathy with big business ideologies; they 
have inflicted personal humiliations upon many business leaders 
and they have recently restricted dividends; any surplus beyond 
six per cent (and in some exceptional cases eight) must be in- 
vested in government loans. This is the decisive point in our dis- 
cussion: the limitation and compulsory direction imposed upon 
private investments even though they remain private. Whether 
the Germans will succeed in this way is for many reasons far from 
certain, but not essential to our argument: in principle fascism is 
politically independent enough to enforce a deliberate distribu- 
tion of investments. We may safely say that economic planning is 
a merely methodical principle and politically neutral. 

The genuine battle fronts are thus restored at last after a des- 
perate falsification. It is not planning that is the original program 
of socialism but, in the Marxian formulation, the self-realization 
of man after his self-estrangement. The concept of man in this 
program is professedly taken over from the humanistic philos- 
ophy. Liberty is the condition of any self-realization, whatever 
specific forms of liberty and self-realization may be adequate to a 
supposed world of universal collective industrial work. Common 
property and planned management are the means to that end 
under industrial conditions; they are not ends in themselves. Since 
capitalistic organization of collective work resulted in the social 
and economic domination of the machinery over the working man 
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it is the collective organization of the collective work which is 
envisioned as the instrument of real liberty. Real, positive liberty 
naturally includes a reasonable degree of economic security and 
accordingly the collective organization leads to a deliberate uni- 
tary management as the remedy of the crisis. Again: all this repre- 
sents a program of liberty under uniform industrial conditions 
such as were presupposed by the Marxian theory of economic 
development. But socialism, in Germany as in Russia, forgot this 
tenet and gradually turned to the belief that it had to impose its 
conditional program where the conditions did. not exist. That is 
to say: the program of economic security through planning which 
had been one item, though a very important one, in the socialistic 
program of real industrial liberty was eventually substituted for 
liberty. And this very characteristically appears not in political 
facts alone but even in ideology, where liberty is scorned as a 
bourgeois prejudice and socialism is identified with and thus re- 
duced to planning. This seemed a tenable position politically so 
long as planning, the crucial requirement of any modern eco- 
nomic system, was demanded only by socialists and appeared to be 
technically possible only under a socialist system. When, however, 
fascism, too, proves to be fundamentally capable of providing se- 
curity by stabilizing the economy, socialism is definitively de- 
prived of the trick on which its superiority appeared to depend. 
Issues of such fundamental character cannot be decided by dodges; 
the reduction of socialism from a universal liberty program to an 
institutional trick is frustrated by history, with the consequence 
that socialism is thrown back on the comprehensive liberty pro- 
gram as its true claim to superiority. Whether this necessity will 
be perceived and obeyed remains of course to be seen.! 


III 


The third element of any system of planning is the socio-political. 
It answers the question as to who shall set up and carry out the 


1For a fuller discussion of this socialistic liberty program, whose institutions, of 
course, include planning, cf. Heimann, Eduard, “Socialism and Democracy” in 
Social Research, vol. 1, no. 3 (August 1934). 
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plan, whose political organization and ideas shall mold the future 
of the country. From the foregoing analysis it must be clear that 
this political question is not by mere coincidence linked to the 
question of economic planning, that it is integral to it. If economic 
planning, including technological planning, proved to be politi- 
cally neutral, this does not mean that it might in any individual 
country be treated separately from the political question. Some 
political power or other is required by the mere concept of plan- 
ning, and a political decision therefore necessarily enters the con- 
crete plan. More than that: planning necessarily enhances the 
scope of the power in control and is for this reason a political 
objective of the first order. Still more: among the three elements 
this third one is the only one to appeal directly to the imagination 
of the people. The other elements involve such questions as the 
extent to which the money volume is to be increased or the ratios 
by which the investments are to be distributed among the various 
categories. The less these problems are accessible to the ordinary 
man, the more all emphasis, attention and passion concentrate 
upon the political frame and bestow the political character upon 
everything that is found within that frame, so much so that the 
Russian worker points at his machine and says with pride, this is 
communism.* 

This close relationship of the economic and the political sides 
of planning is even more deeply rooted than in the logical pre- 
requisites of a plan. The crisis which gives rise to the idea of 
planning is neither in its essence nor in the thinking of men lim- 
ited to the economic field; it is experienced as a general disintegra- 
tion of society, as a menace to physical existence in so far as this 
depends on the coherence of society.? The crisis cannot fail to 
produce a universal need for fundamental reconstruction of the 
whole framework of society and production. If it is an individ- 
ualistic, harmonistic and progressive organization which is thus 


*Reported by Dr. Emil Lederer. 
2 Cf. Part 1 of Paul Tillich’s article, “The Totalitarian State and the Claims of the 
Church” in Social Research, vol. 1, no. 4 (November 1934). 
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frustrated, it is but natural that the old conservative and theologi- 
cal idea of the state should gain ground again: the state is the 
guarantor of social coherence and maintains it with armed force 
if need be. A state thus capable of wielding force can, however, be 
realized only by rebuilding all traditional political concepts of 
the liberal era. Of course, this does not mean the repeal of all 
liberties: how far they may be preserved, how far they may even 
be utilized by the plan, are questions of political constructive art. 
Anyway planning not only technically requires a strong state, but 
political reconstruction and economic reconstruction arise from 
the same fundamental need for security from disintegration. 

Yet we would not include socio-political reconstruction in our 
survey on the ingredients of planning if this element were only 
parallel to planning, arising from the same source. In fact the 
socio-political framework has the most direct and far reaching 
bearing upon the actual contents and objectives of the plan. It is 
the political struggle for the maintenance or for more or less 
fundamental change of property rights which determines the fu- 
ture distribution of incomes and through it the future directions 
of demand. If this is important enough we have still to add such 
demand as is represented by the public bodies themselves and is 
forthcoming in public investments. For example the weight and 
volume granted to slum clearing in an investment plan will cer- 
tainly vary with the social systems setting up the plan. A true 
democracy will regard this as a primary need, a business regime 
will be inclined to minimize this production of consumers’ goods 
and to devote the means to a more efficient equipment of produc- 
tion itself. Yet this applies to Russia too, for political reasons. ‘The 
formal categories of dynamic and equilibrating elements in the 
plan are combined with human, social, political objectives and 
ideas by the political element of the plan. 


IV 


So far we again move within the realm of the mere concepts. Yet 
we cannot, as in the case of the former two elements, aim at a 
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strict definition and classification of the political ingredients of 
the various attempts at systematic reconstruction. The reasons are 
obvious. We must content ourselves with some unsystematic re- 
marks, the purpose of which will be to illustrate the concrete indi- 
vidual attempts at planning in some countries. 

The transformation of an individualistic society into a func- 
tional society either on an equalitarian or an unequalitarian 
foundation appears to suggest itself. Man is not an atom, accord- 
ing to that classical phrase of the French Revolutionary Constitu- 
tion: there is only the state and the individuals. Life and society 
are articulated, and it is therefore not as a plain citizen, but as a 
member of his occupational group, that man should contribute to 
the decisions of the community out of his concrete reality. This 
conclusion is suggested not only by analysis but as the real out- 
come of natural evolution in any individualistic society itself: the 
spontaneous organization of society in cartels, unions and the like 
runs counter to the doctrines of orthodox individualism and of 
class atomism, and appears to offer the elements of reconstruction. 

This, if any, is with some qualifications the guiding principle 
in Italy. In the heroic era of syndicalism the functional reorgani- 
zation seemed to entail the destruction of class division, whereas it 
is now supplemented by a formally Hegelian doctrine of the dy- 
namic conflict of the two classes and their fruitful synthesis by the 
state as the completion of all logic. This at any rate makes it clear 
that the capitalistic class division is now practically accepted and 
confirmed by this state. Even so, however, the functional ideology 
and the dictatorial practice are apparently incompatible. They 
represent two logical and historical extremes. The antique state, 
the origin of which was indicated above, and the modern state 
are essentially centralized, if not necessarily totalitarian; they are 
characterized by a central power in civil service, army, the admin- 
istration of law and police. It is the decay and disintegration of 
the antique state which results in the decentralization of all politi- 
cal power characteristic of the middle ages. This period in history 
was characterized by numerous petty kingdoms, feudal estates rep- 
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resented by their knights, cities with their guilds, monasteries, 
universities and many other more or less self-governing corpora- 
tions in juxtaposition and in loose contact and cooperation only 
for mutual purposes. This organization may very well be called 
organic as growing from below, from the small units, but then it 
becomes at once clear that the state is inorganic, rational, logical, 
because it derives all activities from a central instruction. ‘The 
historical disintegration of states resulted in a loose aggregation of 
corporations, the reintegration from the Renaissance on proceeds 
at the expense of the corporations. This does not preclude the use 
of the former corporations as administrative units under the cen- 
tral power but it reverses their significance and reconstitutes their 
structure. 

And this is exactly the case in Italy. After eight years of a cor- 
porative constitution had produced a huge literature on it but no 
corporations, the twenty-two corporations founded in 1934 were 
at once placed under the presidency of Mussolini who nominates 
his own substitutes in these twenty-two offices and appoints the 
members of the corporations. This is the contrary of the corpora- 
tive state. It is a very rigid integration of central power with the 
conservative ideology of authority derived from antique and me- 
dieval myths of Rome and it uses this concentrated rational power 
to impose many a progressive measure in rationalization and pro- 
ductivity upon the irrational and backward country. This is not 
unlike the work of the so-called enlightened absolutism two and 
three hundred years ago in the more developed countries. This 
points toward our first element: there is not much other planning 
in Italy. It remains to be seen whether it can afford to renounce a 
genuine planning of the second element under modern industrial 
conditions which it is increasingly adopting. 

In respect to the corporations the situation in Germany is very 
similar. The fairly weak attempts at a state composed of estates 
make of these estates administrative units aimed at war economy, 
for instance the political management of foreign exchange. The 
same idea had already prevailed in the attempts at a planned econ- 
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omy after the war connected with the names of Wissell and Moel- 
lendorff. It was an occupationally organized war economy in so far 
as its condition was seclusion from the world through inflation. 

It is the war economy as such which must for various reasons 
attract modern dictatorship. Warlike conditions always tend to- 
ward a dictatorship, if a conditional and temporary one. Given a 
dictatorship, it will therefore strive to facilitate its task by pro- 
ducing such conditions as will permit the most effective elimina- 
tion of any friction. Whatever the dictator’s foreign policy, a war 
economy will suggest itself to him for domestic purposes. With 
modern war technique the war economy demands a concentration 
of all energies and activities, and it does not touch the fundamen- 
tal issues. How the German recovery policy was successfully fitted 
in with the war economy was mentioned before. This viewpoint 
has to be extended to the program of highways, which is the repre- 
sentative of our first element in Germany. Even apart from the 
economic field, the application of military rules certainly offers 
the most convenient, if not the definitive solution of the problem 
of what to do with the huge masses unchained by modern capi- 
talism, not only in the totalitarian states but within the political 
parties that aim at this form of state. War economy is the specific 
economic form of modern dictatorship and merges the three ele- 
ments of planning. In this respect again Russia does not greatly 
differ from the two fascist countries.1 

There is certainly a strong tendency in German fascism to sub- 
stitute the tasks of a war economy for the fundamental problems 
of capitalism and to deprive the latter of their definiteness and 
clearness of outline. It would be premature to say whether and to 
what extent and how long it will succeed in this. A certain socialist 
tendency is indeed inherent in the type of war economy we are 
describing, if we use the word socialism merely as a formal con- 
cept, denoting the absence or restriction of private power and the 
subjection of economic decisions to political control. This formal 


* The idea that war economy is a special form of planned economy was suggested 
to the writer by Dr. Fritz Lehmann. 
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use of the word socialism, as opposed to individualism and private 
initiative but without bearing on the social stratification problem, 
is very old in one of the subsidiary streams of German literature. 
It came into the foreground immediately after the war and the 
democratic revolution in Spengler’s book on Prussianism and So- 
cialism, and has now become victorious in National Socialism. It 
is evidently wrong to call this use of the word a mere deception 
designed to disguise the intended protection of capitalism. For 
Italian fascism this characterization would hold good to a certain 
extent because the pioneering and progressive character of capi- 
talism may still have a mission in an undeveloped country. For 
German National Socialism the charge of deception is not valid, 
because, as we indicated above, there is no sympathy between the 
group in power and the business world, which is in fact living in 
constant fear. Moreover a certain approximation to a socialistic 
program of equalizing incomes may be derived from the economic 
position and interest of the emancipated lower middle class. If this 
class defend the capitalistic hierarchy in order to maintain their 
own position above the workers, it is not to their interest to per- 
mit an unlimited accumulation of capitalistic income, wealth and 
power. The more they come to regard themselves as the real repre- 
sentatives of the nation, the more they will tend to equalize or 
smooth off the peaks of income. This explains why the bulk of the 
workers are relatively indifferent to this regime which, if not 
friendly to themselves, is gratifying to them in so far as it treats 
their enemies much more ruthlessly than they had expected. They 
had been taught that the only possible alternative to a proletarian 
socialism is an intensified bourgeois capitalism, and this two-class 
doctrine has been visibly refuted by their experience. It is this 
emancipation of National Socialism from the bourgeoisie which 
brings it also within reach of the specific stabilization methods as 
discussed above. 

Beyond this the fundamental issues of capitalism are far from 
dead in Germany. On the one hand there is obviously a marked 
leaning of the official German policy toward capitalism, as ex- 
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pressed in Hitler’s own speeches, where capitalism is praised as the 
natural organization of production, though the significance of the 
word natural in this modern dynamic irrationalism is diametri- 
cally contrary to its use in the harmony theory of humanistic lib- 
eralism. On the other hand there is a strong socialist wing formed 
mainly by students and workers, and it would again be premature 
to evaluate their chances. It must, however, be said, socialism 
which arises from fascism is fundamentally different from classical 
socialism. Fascist socialism imagines the socialization of produc- 
tion as analogous to the socialization of the military company, 
which had originally been a private enterprise of the captain as 
the factory is the entrepreneur’s private enterprise. We need not 
repeat that classical socialism is thoroughly humanistic in its 
origin and aim, that it envisions the self-realization after the self- 
estrangement of the living personality within the living commu- 
nity of work. In the presence of the superficial resemblances the 
fundamental spiritual issues must all the more be emphasized: 
the anti-humanitarian impetus of vitality versus the spiritual 
shaping of life. 

Russia remains half at least within this latter tradition in so far 
as the workers are concerned. In the violent suppression of the 
tendencies inherent in the farmers’ life there is, of course, no trace 
of humanistic self-realization surviving. Strict uniformity of the 
people is the goal of this dictatorship as of the others. That this is 
a breach of the socialist creed and became possible under unique 
conditions in Russia with necessarily disastrous consequences for 
labor abroad has been demonstrated elsewhere.! This proletarian 
uniformity supplies the political element in Russian planning, the 
economic character of which, again, has been described in a pre- 
vious article.? In terms of our present analysis the incessant ap- 
plication of the dynamic element in an uninterrupted succession 
of constructional works fills out the Russian plan and allows the 
equilibrating element to be dispensed with for the time being. 


1 Heimann, Eduard, “Socialism and Democracy,” loc. cit. 
* Heimann, Eduard, “Planning and the Market System,” loc. cit. 
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The unique character of this economic system may be expressed 
by the analogy of a body in steady movement: the faster the move- 
ment, the easier the equilibrium; but the speed is bound to di- 
minish as the modern standard of productivity and equipment 
comes to be approximated, with the closing of the epoch of mere 
imitation and emulation. ( 
Within the industrial realm the humanistic heritage of Russian 
socialism is not ineffective. A serious and original attempt at a 
real functional democracy was made in the establishment and ex- 
ecution of the Five Year Plan, an attempt to break through the , % 
dictatorial power of the bureaucracy which seems otherwise to in- | 
crease with the comprehensiveness of the plan. It is true that the | 
central board drafts the plan, but the plan is then passed on to ) 
the lower stages of the productive hierarchy, to the factory and the 
workshop with a challenge to participate in shaping the plan by 
criticism and amendment; after that it is returned to the central 
board for final decisions. It would be interesting to know how far 
the original draft is modified along the lines of the criticism ex- 
pressed by the lower ranks. It would at any rate be unfair to im- 
pute nothing but an insincere propaganda purpose to the whole 
institution. To aim at a real functional democracy is distinctly in 
harmony with the whole tradition of socialism; this being sought 
here through the gradual training of the whole populace by the 
bureaucracy. An attractive and in the true sense democratic idea 
is thus gradually gaining life, an idea derived from and contribut- 
ing to the political framework of planning in Russia. 
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ON POLITICAL PARTIES 


BY MAX ASCOLI 


Orr times do not seem to be propitious for political parties. In 
some countries political rivalry has been banished altogether and 
groups of self-appointed leaders have made a monopoly of what 
used to be the field of free working political organizations. In 
other countries bi- or multiple-party systems still function, but the 
grumbling against the waste of politics, the incompetence and 
corruption of politicians is as alarming as roars of impending rev- 
olutions. In France, the fatherland of pure politics unmixed with 
economics, the feeling of revolt is directly aimed against political 
machines and parliamentary leaders. In the United States pressure 
groups have gone far in undermining political parties, while on 
the other hand depression and emergency have multiplied the in- 
fringements of party lines. Mr. Roosevelt has often repeated that 
he does not want to investigate the political label of the men in 
the administration, a declaration which must sound ominous to 
professional politicians as a deliberate breeding of a race of 
mavericks. 

Some of the most clamorous reproaches against politics can be 
disregarded as p2ct of an iiimemorial ritual of political life; po- 
litical parties have always dragged in their course honest and 
melancholy challenges to their lack of ideals, their compromising 
nature, their choreographic character. Every presidential conven- 
tion since the first one in 1832 has been branded as a circus by 
certain sarcastic observers, while others warned that each one was 
going to be the last. 

But in our days the revolt has a definite political character, not 
merely a moralistic one. Large masses of people refuse to recog- 
nize themselves in the images offered as their picture by the in- 
struments of political representation and expression, so new 
instruments are devised and made appealing by all the allure- 
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ments of novelty. Young Russians and Italians must already regard 
it as very puzzling that a nation can keep itself united by allowing 
its citizens to be divided into opposite groups. After the several 
exploratory analyses which have been made of the character and 
function of political parties, it is perhaps worth while to take up 
the subject again in order to view it in the light of our most recent 
experiences. | 

Some points have been so clearly established by Ostrogorski,' 
Bryce,” Lowell* and Wallas* that they need only be mentioned, 
above all the fact especially stressed by Ostrogorski that modern 
political parties are a direct result of the enlargement of suffrage. 
The meaning and the far reaching implications of this point could 
be detected only by the psychological insight of a Graham Wallas; 
Human Nature in Politics is the first milestone of a way which 
has still to be trodden. Now, after Wallas’ work, we cannot study 
political parties as if they were mere organs for the articulation 
and expression of coherent ideas and interests, nor can we on the 
other hand indulge in any wholesale justification of emotional 
drives or myth-creating schemes. Certainly since suffrage was ex- 
tended to the masses the structure and function of political parties 
have changed as completely as an army may change when its 
fragile peacetime framework is engrossed and swollen by the en- 
rolment of a mobilized nation. Instead of on a limited chessboard 
politics began to be played in the open field. Thus the problem 
has arisen of how to organize the new game, how to select the 
leading players, how to give some share of activity to the new 
partners. Professional politicians have solved this problem, but 
the understanding of how they reached their goal is still a puzzling 
matter for political philosophers. 

An oligarchic class can easily identify itself with that complex 


1 Ostrogorski, M., Democracy and the Organization of Political Parties, vols. 1 and 
2 (New York 1908). 

* Bryce, James, Modern Democracies, vols. 1 and 2 (New York 1921), especially 
vol. 1, chapter xi. 

* Lowell, A. L., Public Opinion and Popular Government (New York 1914). 

* Wallas, Graham, Human Nature in Politics (New York 1908). 
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of institutions and services called the state, and can allow its mem- 
bers to have an approximate and yet articulate idea of what the 
state is or is supposed to be. But the more fully political rights 
are extended to new strata of citizens, the more difficult it becomes 
for citizens to realize the meaning of their state; the more the 
number of shares in political power is increased, the harder it is 
to visualize the whole complex body of shareholders. This does 
not follow, as is usually claimed, from the fact that the majority 
of the citizens entrusted with political power are ignorant, unpre- 
pared, and so forth. If it were possible to conceive of a nation 
where every adult man and woman had reached at least a respecta- 
ble Ph.D. degree, it would be just as difficult for these citizens to 
visualize the complex social structure and its political organs. The 
larger the number of people enjoying political power and the 
more articulate and complicated the legal and political institu- 
tions, the more lost are the citizens in this complexity. 

Society and state can to a very large extent ignore each other in 
a monarchic or oligarchic regime, but when with the democratic 
enlargement of suffrage the state tries to spread the roots of its 
power to every individual citizen, the gap between society and the 
state is revealed and must be filled. Political parties, disciplining 
and organizing political groups, are the instrument through which 
this function is performed. To shorten the distance between the 
individual citizens and the great community where they find them- 
selves as partners, political groups and parties are organized, like 
small, potential or tentative reproductions of the state. Thus the 
citizens can get a clearer view of what the state is like and can play 
in their own way at being the state, that game which has a high 
degree of professional seriousness when it is monopolized by a 
restricted, well trained group of oligarchs. Universal suffrage 
opened countless clubs of more or less amateur players. 

It is difficult to reach an understanding of this process when one 
holds to the dogma that political parties must spring from politi- 
cal ideologies or from class interests. Perhaps the contrary is true, 
that ideologies and class interests give some plausible justification 
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for the grouping of large numbers of men who are stimulated by 
the extended suffrage to play at being the state. This process can, 
logically if not historically, be divided into three stages. In the 
first stage certain citizens reproduce the state in terms near their 
immediate experience or their imagination. Organizations are cre- 
ated, with loyalties, hierarchies and leaderships, to fulfill the am- 
bitions and the interests of their members; at the same time 
experiences are accumulated from which the citizens may have a 
chance to understand what the state is and how it works. Possibly 
the greatest social usefulness of political parties lies not in their 
representing and polarizing different interests or ideas but in the 
division existing within each one of them between right and left 
wings, progressive and conservative trends. There is perhaps no 
better school for training the citizens to a political cohabitation 
within a given frame. Each party represents an organized cross 
section of different individual characters and attitudes;! each party 
represents at the same time a possible line of development of the 
state’s activity and a sizable reproduction of all the conflicts and 
contradictions which a state has always to carry with it. The few 
men who, having risen to party leadership, can grasp the inner 
similarity between party and state experience may be promoted 
from party bosses or leaders to national leaders. In the promotion 
some of them lose contact with their party, some can think of 
the state only in terms of party and have to mask this weakness of 
their education by dictatorial gestures. Contemporary political 
history in some European countries gives many an illustration of 
the various accidents which may result in the passage from party 
to national leadership. The antics of Lloyd George, of MacDon- 
ald, of Mussolini are still open chapters. 

Once the process of popular grouping is begun as a result of the 
enlarged suffrage, its function becomes more complex than the 
elementary (though fundamental) problem of furnishing a tech- 
nical organization for getting votes. From local or sporadic nuclei 
the groups tend to develop nationally and permanently, to become 


1 Cf. Lowell, A. L., Public Opinion in War and Peace (New York 1923) pp. 287-290. 
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embodied in a solid frame and to increase their efficiency in a 
process of fusions and consolidations. The reorganization of the 
Liberal party in England started in Birmingham and created a 
pattern followed all over the nation. This is such a general process 
that it is difficult to find a political party today, no matter how 
rigidly organized, which does not bear some marks of its federal 
nature. In this second stage currents of ideas, sentiments and in- 
terests submit the political formations to their pressure, at times 
permeating them, at other times impregnating with their essence 
a sharply defined political organization. Political and social ideas 
are always in the air; possibly they are always, at any time, the 
same. A crowd of Platos is in line at the door of every newly 
opened political club. Collectivism and individualism have repre- 
sented the main issue in politics since the dawn of our articulate 
political experience nearly twenty-five hundred years ago in 
Greece. The same is true of religious currents: Christianity in all 
its varieties even in our days is ready to take hold of the grouping 
of men, although the groups are now formed for political or eco- 
nomic purposes. Class consciousness would appear to be the new- 
est principle aiming at the shaping of political organizations, but 
it is merely the cleverly promoted outcome of the oldest of human 
instincts, which only in a democratic era may run free and reach 
an ideological expression. 

The last and perhaps the most important stage through which 
the experience of political parties is shaped comes from the direct 
action of the state itself. Through a legal act by the state suffrage 
has been enlarged and a movement has been set astir which ends 
in the organization of political parties. The state opens the popu- 
larized game of politics and tries to set its rules; the structure of 
the state is the frame within which politics is supposed to be kept, 
the direction of its course is the stake of the game. It was the at- 
tempt to imitate the state in some popular way that determined 
the first spurt of partisan political organization, and it is from the 
successful leaders of these imitations of the state, called parties, 
that the surviving democracies still draw their leadership. The 
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imitation of the state by political parties has the advantage of 
keeping warm with social and political content the metallic cold- 
ness of the legal frame, and it can be achieved with considerable 
freedom both in the material and in method. So it happens that 
in the United States the two political parties which at once vio- 
late and keep cohesive the rigid framework of the federal consti- 
tution are organized like two loose confederations of the 1776 
type. They offer to the American people a compensation which 
apparently was much appreciated, at least until the World War; 
they represent a stabilization of some of the elements which were 
present when the federal government was organized and at the 
same time, by dividing approximately in two halves the popula- 
tion of the country, they permit the citizens to gain a more ade- 
quate idea of what the union is. 

Political parties, because they are would-be alternate states with 
hierarchies of their own, which are would-be alternate govern- 
ments, are the stronger when the more national in scope. Parties 
representing religious or racial minorities can at best follow a de- 
fensive tactic in coalition with other minority parties, and have 
their greatest opportunity when they are strong enough to hold a 
center position where the balance of power may sometimes lie. 
But the only parties which can really pretend to be organized as 
alternate governments are those which follow closely and fill as 
evenly as possible the contour of the nation, or in other words 
those which may be assumed to represent the prospective majority 
of the nation. This is why the proletarian parties exert such an 
impressive influence on the hopes of their supporters and on the 
fears of their opponents. The prejudice is still rooted that, the 
majority being proletarian, these parties have the best chance of 
imposing their own state in place of the existing one. But the 
stronger a party is and the more widespread its influence, the 
more it must mold itself to the pectliarities of national life. From 
the first shot of the World War the record of international politi- 
cal parties became a very distressing one. 

Yet this state which popularizes the game of politics and makes 
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it theoretically accessible to everybody is not an abstract entity 
fallen from Mars. At any given time it represents the interests and 
the attitude of a given political group, and must or at least ought 
to leave the way open to other groups which play the game of 
politics according to its rules. The tendency of the democratic 
state to be as close as possible to society, to be informal, business- 
like, makes it easily conquerable, especially by political organiza- 
tions which claim to represent not a potential majority but the 
totality of the population. Every party must be national if it cares 
to run its chance of representing a majority, but these new na- 
tionalistic parties make the first article of their program out of an 
enthusiastic adherence to the entire national contour. Their lack 
of ideals and of consciously organized interests becomes their 
greatest asset; by imposing their own alternate state as the state, 
they can definitely alter the game of politics or suppress it alto- 
gether. The state promoted the popular organization of the game 
of politics, and the state can close it. The new dictatorial parties 
furnish us with a lesson about the nature of political parties which 
ought to call for a complete revision of our hypotheses. They show 
how political parties find ideas and a consciousness of interests 
only in a secondary moment of their existence, when they feel 
the need of rationalization; how in playing at being the state new 
and violent forces may forget the rules of the game and become 
convinced outright that they are the state. Above all, these monop- 
olistic parties prove that the party system is not a necessary feature 
of modern government, and that its existence is conditioned by 
certain specific circumstances. 

Politics has existed since man entered some form of organized 
society; parties too have existed for immemorial ages. Politics 
lived through every regime and every possible institution, in aris- 
tocratic as well as in anarchic groups, in boudoirs as well as in 
saloons. Parties may be as numérous as the possible combinations 
of words in a dictionary, they may be suggested by religion, by 
taste, by business competition, by an alleged superiority between 
baseball teams. Politics has its origin in the individual interest in 
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regulation of social life, parties have their origin perhaps in 
human love for partisanship.! But political parties are something 
that we seldom find in history. Partisanship is not necessarily to 
be exercised upon politics, and politics most of the time has not 
been organized through parties. Almost every regime must try to 
keep politics and partisanship divergent and scattered; everyone 
knows that this was the concern of the men, on the whole liberal 
enough, who were the fathers of the American constitution. But it 
is essential to democratic conceptions to believe that what reason 
discovers to be in the nature of things should be closely followed 
in the reconstruction of political society. Thus, the origins of law 
being in the behavior of every man, every man is offered a share 
of legislation, and politics being the substance where partisanship 
can exert itself with the greatest efficiency, the formation of po- 
litical parties, the free playing at being the state, is welcomed and 
fostered. The splendid definition given by Burke of the small, 
clever groups of professional players was extended to the huge, 
fanciful, haphazard popular formations called by the same name 
that Burke used, political parties. 

Not in England, from the first leap in the dark onward, nor in 
the United States in the time of Andrew Jackson, nor in France 
since the third republic, did free partisanship, extended into poli- 
tics, prove to be a destructive force. Its greatest advantage was of 
a double character: popular organizations had an influence upon 
the government, and at the same time were necessarily bound by 
solidarity and enjoyment of the spoils to the policy followed by 
the government. Thus some citizens were allowed not only to play 
at being the state but also to enjoy the thrilling feeling of being 
the state itself, while other citizens were waiting more or less 
patiently for their turn to come. 

This circular process of influence by the people upon the gov- 
ernment through pressure and elections, and by the government 
upon the people through patronage and party discipline may be 
called the inmost ring of democratic politics. Today it is still an 


1 Bryce, James, op. cit., vol. 1, p. 112. 
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open question whether this ring cannot revolve with greater effi- 
ciency in less democratic forms of political organization. A demo- 
cratic state through its instruments of representation must give 
the people a picture of themselves upon which from time to time 
they must form a judgment, and these regularly revised pictures 
are, on the other hand, the basic elements for the popular repro- 
duction of the state. It may happen that some of the most obvious 
reproductions attract popular disfavor, that in destroying the copy 
the people strengthen the original, and that in their enthusiasm 
for smashing the mild dictatorship of socialistic or democratic 
machines they find themselves within the iron walls of a fascist 
state. Modern anarchism finds in the pale imitation of the state an 
easy target. 

Two conditions are essential to the successful working of the 
party system: the political parties must be organized minorities, 
and the heat of partisanship in politics must be kept within the 
range of a certain moderate temperature. The permanent protest 
against organized minorities is one of the most curious rituals of 
the democratic creed, yet I have still to understand how democ- 
racy could work successfully unless ruled by érganized minorities. 
A party must be strong enough to make with reasonable confi- 
dence its bid for the representation of the majority of the citizens, 
but if it is sure of having the majority in its grasp it is likely to 
avoid making any bid, and will establish itself as the state. In the 
democratic game of politics each party starts the race with the 
assumption that its program is the expression of public opinion, 
just as in the game of judicial decisions each side of the case is 
supposed to be in conformity with law until the contrary is 
proved. 

A moderate interest in politics by that wide majority of the 
people called public opinion is as essential to a democratic regime 
as is an organized fanaticism to dictatorship; public opinion is an 
elusive prey which must always be conquered and which may al- 
ways escape. Perhaps one of the greatest assets of democracy and 
of the party system is the huge mass of non-voters—the noise of 
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the political battle may wake them up, they may appear at the 
polls at any time and upset the political equilibrium; there is no 
more powerful weapon for keeping political fights within certain 
rules of decency and for preventing that transformation of poli- 
ticians into sergeants, described by Robert Michels in 1908.1 Only 
permanent threats of an upset can impose upon organized minori- 
ties that agreement to disagree which, as Harold Laski has fre- 
quently said, is the first characteristic of democratic regimes. 

A hierarchy of natural, unofficial, informal representations must 
spring up if the party system is to have a chance to work. The 
primary voters represent their many fellow citizens who do not 
care to enjoy the right of choosing their candidates. The precinct 
captain represents the primary voter. The voter on election days 
represents the absentee. Each of these representations is provi- 
sional and may be upset at any time; it consists of a conventional 
way of reading and accepting the election returns rather than of 
logical or legal principles. Formal and official elections have mean- 
ing and efficiency when the suffrage according to law is integrated 
by the selection according to consecrated trends of human rela- 
tionships. All these convolutions of legal and of traditional rep- 
resentations are summed up in the final assumption that the party 
or group of parties which has succeeded in carrying the majority 
of the voters represents public opinion. This assumption receives 
its adequate and impressive celebration in the convention halls or 
on inauguration day, as in the United States, or in parliament as 
in France, and it does not matter much whether the occasion is 
hallowed in a theatre or within consecrated walls. The one essen- 
tial fact is that a certain banner has succeeded in carrying with it 
an ostensible majority, while all others follow the rush and accept 
the results. I do not know of a better symbol for the democratic 
game of politics than the parades in an American party con- 
vention. 

The fundamental rule of the game is disturbed when one of 
the organized minorities has a direct or indirect party membership 


1 Michels, Robert, Political Parties (New York 1915). 
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which eventually approaches the majority of the electorate. Ac- 
cording to this rule there is unfairness in the tactic of the socialist 
parties, which through the allied trade unions aim at including 
the whole proletarian class in their party ranks. This unfairness 
is fought with much more cruel unfairness when other parties 
arise with new and raw weapons of political warfare, aiming at 
pushing the whole nation into their party lines. Even a small per- 
centage of the electorate, if ruthlessly led, can overturn the repre- 
sentative system as well as any legal body. General Hugh Johnson 
has made popular an expression for such a minority—the ten per- 
centers. A ruthless minority of ten percenters is something that a 
democracy can stand only with great difficulty and danger. There 
is apparently a wide gap between ten and fifty-one, yet recent Eu- 
ropean history has taught us that the militarized ten percenters 
can confiscate the liberties of all the rest of the citizens and im- 
pose themselves upon the nation as a totality. The conditions for 
democracy are the political organization of the few, and the alert 
disorganization of the many. 

The supreme requisite for making the party system workable is 
a moderate temperature in the political atmosphere. Organized 
political life, with its hidden systems of representations, traditions 
and celebrations, cannot survive too great an outburst of political 
passion in which large masses of people take fire. Popular politics 
cannot survive too much politics in the people. War in its actual- 
ity or in its aftermath, economic distress or class struggle, can 
bring about such an unwieldy and tragic seriousness in the group- 
ing of the citizens that the whole game of playing at being the 
state appears childish and vicious. The cycle opened with uni- 
versal suffrage can be closed when solidly organized groups of 
people begin feeling that they have not to experiment, to imitate, 
to pretend, but that they are the sovereign power and that they 
have the strength to act accordingly. The inmost ring of politics, 
the influence of the people upon the government and of the gov- 
ernment upon the people, can be organized with the greatest effi- 
ciency in the mystic contact between a totalitarian party and a 
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supreme leader. Politics can be removed from partisanship and 
again entrusted to a small group of professional and uncontrolled 
players. So the cycle is closed, and political parties become mean- 
ingless, as indeed they already are for many young men in Russia 
and in Italy. Together with the passion for partisanship they seem 
to have lost the passion for politics: ““We are not interested in 
politics but only in efficiency,” they are fond of saying. And Italy, 
Germany and Russia are not the only countries where such words 
are uttered. 

The simplest way of destroying democratic institutions and po- 
litical parties is, as the European experience proves, to overheat 
the political atmosphere: Hitler followed this way with the great- 
est skill when he used democratic tools of election and referendum 
and representation over and over again, until they were broken, 
and when he debauched the political life with the same general 
aim that Lenin had when he tried to debauch the rouble. In 
America recent demagogic transformations of the pressure groups 
offer another possible way which, if followed to the end, might 
similarly make impossible a political life through parties and po- 
litical representation. The pressure groups are an old phenom- 
enon of American political life; they are a lever which may 
dynamize the ring of politics, and wreck it when too harshly em- 
ployed. The function of pressure groups in their relation to politi- 
cal parties is analogous to the function of political parties in their 
relation to the state: the pressure group tends to permeate the 
party in order to carry its own issue just as the political party 
tends to permeate the state in order to satisfy its own will to 
power. The political party aims at filling the political offices with 


party members; the pressure group exerts its influence upon the 
present or prospective occupant of offices. The political party pre- 
tends to represent the potential majority of the citizens; the pres- 
sure group pretends to represent the potential majority of party 
members or party voters. The organization of business shows, in 
holding companies, the same concentration of power in a handful 
of favorably located and well organized men. 
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In the United States political parties arose because the union, 
to use Alexander Hamilton’s words, had been “extended to the 
citizens.” Stabilized after the Civil War, the two parties became 
two semi-federal institutions, recognized by the laws of the states 
and so closely linked to the fundamental legal structure of the 
country as to get something of the coolness and conservatism of 
the basic constitutional laws. Only the popular loyalty to pic- 
turesque ceremonials and above all the widespread corruption, 
lying as fertilizing mud at the foundations of political parties, ac- 
complished the miracle of keeping them near the people and 
mellowing the legalistic conservatism of their frame. Otherwise 
political needs would have found other instruments than political 
parties. Well intentioned observers with moralistic biases, includ- 
ing Ostrogorski, persistently invoked popular associations created 
for a single purpose in place of the corrupted and cumbersome 
party machines. What they wanted has been happening under 
their very eyes, especially since the Civil War: the pressure groups 
began to organize, to soapbox, to blackmail and to lobby. 

Pressure groups may accomplish useful functions by bringing to 
Congress and legislatures elements of information otherwise un- 
available, dramatizing complicated issues, sometimes helping leg- 
islatures to reach decisions with more ponderous reasons than the 
observation of a tossed coin. They may even have an educational 
function. They have, as a notable characteristic, a tendency to 
disintegrate in their organization and leadership as soon as their 
goal is reached; the victorious leaders rapidly fall into either 
oblivion or disrepute, while the public is anxious to forget the 
too much publicized and pictured man or woman who led the 
successful fight. Even when the pressure group is not organized 
for a specific prohibition or counter-prohibition or reform, but 
represents more lasting interests, its leadership is of a rather 
shadowy and vicarious character, so that it will not outgrow its 
function and can therefore enjoy a certain irresponsibility. In any 
case the pressure group can be tolerably useful as long as the 
pressure is exerted by a group and not by a crowd. Individual 
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and group lobbying can have their function, and new institutions 
can grow out of them. Economic or corporative parliaments are 
attempts to give a more dignified aspect to lobbies and cloakrooms. 

But the nation or a too large group of the nation cannot lobby; 
if every voter becomes a politician or a lobbyist the whole insti- 
tution of legal or natural representation of the people by politi- 
cal parties is corroded and laid waste. I do not know of anything 
more ominous in present day American political experience than 
the universal spreading of the write-your-senator system. It can 
transform Congress into a chaotic mail order house of wholesale 
legislation. A representative of the people has a greater ethical 
and political value when he is loyal to his boss-ruled machine 
than when he follows hurriedly the flutters of public opinion 
aroused by some demagogically sounding voices. 

Again, these are ways through which the political temperature 
may become unbearable and through which the inmost ring of 
politics may be broken. Once it is broken, it becomes almost im- 
possible to prescribe new devices for its repairing or reconstruc- 
tion. From a detached viewpoint it is easy for intellectuals to 
justify the popular game of playing at being the state, the party 
machines and even the corruption of politics; it is even easy to 
accept the whole tradition so long as it works. But once the sys- 
tem is broken it is very uncomfortable to find ourselves in the 
same ranks with dispossessed politicians, fighting for their restora- 
tion. This should prove that there is something questionable in 
the intellectual justification or acceptance of the system. The only 
way out for intellectuals lies perhaps in the extreme realism of 
factual analysis and at the same time in the frank admission of 
being utopian when they play in their own way, for exemplary 
or purely experimental purposes, at being the state. Political 
parties are the Achilles’ heel of democracy, and they can be ap- 
proached only with the most realistic, responsible thinking. They 
cannot be too easily dismissed as empty symbols, or cursed as rot- 
ten, or blessed as necessary. Probably no other subject in political 
science requires more modesty and responsibility. 
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The democratic political system is based upon hidden and very 
subtle laws of perspective which must be followed in the plan- 
ning and construction of the democratic city. Certain essential 
differences and distances must be respected: between state and 
government, nation and state, parties and nation, parties and par- 
ties. Every device of law and tradition has to be invented and 
maintained in order to have these distances and perspectives ob- 
served. In the squares and in the avenues between the various 
structures, in the style of the various buildings there should be, 
according to the blue prints, some room for what used to be called 
individual freedom. Yet we have learned how the cultivation of 
the germs of the state promoted by the liberal systems has killed 
in some places the liberal state and how in the breakdown of 
structures and systems the individual dissenter can be deprived 
of both liberty and rights and crushed by the whole weight of an 
ironlike state. Above all we have learned how, when the political 
struggle reaches a torrid temperature, carefully built structures 
melt as if made of wax. If we wish to realize the magnitude of 
the upheaval, to understand its message and to think ahead for 
tomorrow, there is perhaps no better subject of observation than 
these precarious organs designed to maintain both the distance 
and the communication between state and society which are 
called political parties. 











ETHICS AND THE “SINGLE THEORY” 


BY PAUL KECSKEMETI 


I 


‘The age old demand that science should abstain from valua- 
tions involves a special problem in the case of moral science. It 
seems to be axiomatic that ethics must either cease to be a science 
or renounce any aspiration at fixing moral values. But is not the 
determination of moral values the chief aim of ethical science? 
What is there for ethics to do if all problems of valuation are 
barred from it? 

The answer given to these questions by most adherents of a 
non-evaluating ethics points in the direction of behaviorism. 
Thus, we are told that ethics should not seek to establish what 
is good or bad, but merely seek to ascertain what is called good 
or bad by certain individuals or groups. Ethics, then, would be 
a purely descriptive science. 

Among German philosophers this doctrine is best represented 
by a group of thinkers known as the “Vienna school,” who com- 
bine radical behaviorism with a rigorous method of mathematical 
and logical reasoning.t An adherent of the Vienna school, Karl 
Menger, in a recent work? applied the principles of this school 
to problems of ethics. 

According to Menger there are only two fields of research open 
to ethical science. One includes facts concerning the use of terms 
such as “good,” “evil’’ and the like, by individuals and groups. 
The second field of research is concerned with problems relating 


1 Some of the representative works by authors belonging to or decisively influencing 
the Vienna school are: Schlick, Moritz, Allgemeine Erkenntnislehre, 2nd ed. (Berlin 
1925); Carnap, Rudolf, Der logische Aufbau der Welt (Berlin-Schlachtensee 1928); 
Reichenbach, Hans, Philosophie der Raum-Zeit-Lehre (Berlin and Leipzig 1928); 
Wittgenstein, L., Tractatus Logico-Philosophicus (London 1922). Cf. also papers by 
Schlick, Carnap, Reichenbach and Otto Neurath in the review, Erkenntnis, from 
1930 on. 

* Menger, Karl, Moral, Wille und Weltgestaltung (Vienna 1934). 
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to what Menger calls the “logic of morals.”” This embraces all 
that can be deduced by strict logical reasoning from premises 
and merely states to what extent a certain number of individuals 
agree or disagree about a certain number of norms. The first 
branch of investigation is empirical and concerns types of be- 
havior prevailing in certain societies. The other is concerned 
with a priori, formal knowledge and constitutes a special section 
of mathematico-logical science. All problems not belonging to 
the one or other of these fields of research are, in Menger’s opin- 
ion, wholly meaningless and incapable of scientific treatment. 
The main thesis upon which Menger’s argument rests is that 
all norms and judgments of value are purely arbitrary. In his 
opinion there is no reasonable standard whereby the rightness 
or wrongness of norms and value judgments could be determined. 
There is no way to prove, either by logical reasoning or by a 
scientific demonstration of facts, which of two conflicting norms 
is more right than the other. Thus, the choice between two such 
norms must be an arbitrary one. The only reasonable attitude 
toward judgments of value is to accept them as facts and as noth- 
ing else. It is ridiculous to attempt to prove that one of these 
facts is more “justified” than the other. There is no reasoning 
with facts; one fact cannot have any moral precedence over an- 
other. Ethics, in Menger’s opinion, ought to start from the axiom 
that all judgments of value and all norms are facts with an abso- 
lutely equal claim to recognition. Individuals may, of course, 
associate together if they have identical norms. But such a course 
does not contradict the fundamental axiom of neutrality. Menger 
examines the formal characteristics of groups formed by people 
whose valuations wholly or partly coincide, and concludes that 
this, rather than the question as to which norms are most prefer- 
able, is the only ethical problem capable of a priori treatment. 
Ethics, in Menger’s opinion, is a theory which is compatible 
with all kinds of norms and ethical systems. It is a theory which 
holds that every type of behavior is equally right. This conclu- 
sion seems paradoxical but it is nothing but obvious if we accept 
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the epistemological doctrine of the Vienna school. This doctrine 
may be stated as follows: There are only two kinds of propositions 
to which truth values may reasonably be ascribed, namely, “logi- 
cal propositions” and “‘scientific statements of fact.’’ A logical 
proposition is always a molecular proposition, namely, a com- 
posite sentence containing elementary propositions, figuring as 
“atoms,” which are put together according to a pattern in which 
the same “‘atomic” propositions occur more than once. Some of 
these patterns admit the conclusion that the entire molecular 
proposition is right or wrong, regardless of the rightness or wrong- 
ness of the individual “atomic” propositions forming it. Proposi- 
tions built along such patterns are logical propositions. According 
to Wittgenstein they are mere tautologies. 

The other group of propositions to which truth values may be 
ascribed—we may call such propositions “truth functions” —con- 
sists, according to the same school, of scientific statements of fact 
based on observations. Records of observation, however, are 
truth functions only if the observation to which they refer may be 
repeated by every sane person at any time. By a line of reasoning 
which we cannot develop here in full detail, the Vienna school 
has come to the conclusion that only observation based on meas- 
urements and expressed in metrical terms may enter in truth 
functions. This epistemological theory implies that judgments of 
value or norms are not truth functions, since they are neither 
logical propositions nor statements of fact and thus do not satisfy 
the requirements formulated by the Vienna school. 


II 


It follows from this definition of truth functions that there is 
only one single theory about reality. A theory is a set of proposi- 
tions which refer to a certain type of objects and events in the 
world and which treat them as corresponding to a certain “de- 
ductive pattern.” A deductive pattern alone is not a theory but 
merely a “theory function.” It merely states, in terms of a propo- 
sition, what follows if this proposition corresponds to fact. It does 
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not indicate, however, under which conditions we are entitled 
to assume that a proposition corresponds to fact. In order to know 
this, we must go back to definitions of the terms appearing in 
the deductive pattern, that is to say, to precepts describing the 
conditions under which the terms of a theory may be applied to 
reality. Thus, a theory always consists of two parts, of a deductive 
pattern and of the definitions of the term occurring in that pat- 
tern. Incidentally, we may point out that definitions, although 
constituting integral parts of any theory, are no truth functions. 

A theory essentially serves the purpose of deducing statements 
of fact from other statements of fact. A mere assemblage of such 
statements, although consisting of nothing but truth functions, 
is no theory if no deductive link exists between the statements 
which would enable us to deduce some of them from the others 
and to add new statements to those already given. The formal 
sciences, logic and mathematics, are no theories, in the sense here 
given to this term, since they do not refer to events and objects 
in the world. They are merely concerned with defining the for- 
mal requirements which the deductive patterns used in theories 
must satisfy. In view of these requirements all deductive patterns 
contradicting logical or mathematical propositions must be 
dismissed. 

We are now able to state what is meant by the thesis that there 
is only one single theory about the world. It means that all de- 
ductive patterns applicable to reality must contain the same 
terms and that all definitions of these terms must be based on 
the same principle. According to the single theory doctrine the 
only terms admissible in theories are metrical terms. The deduc- 
tive patterns must be metrical functions and the definitions must 
simply describe the measuring instruments and their operation. 

It may easily be seen that this single theory doctrine, far from 
assuring organic unity of our knowledge, is unable to evolve a 
deductive pattern embracing all truth functions. Let us suppose 
that all scientific propositions about the world have been fused 
into a single theory containing only metrical terms and types of 
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function. This would presuppose, of course, that sciences like 
biology and sociology would have been transformed into exact 
sciences like physics. Thus, the scientific theory itself would con- 
tain no proposition of the intuitive type which describes its ob- 
ject without recourse to measurements and which uses non-metri- 
cal terms. Even if all such propositions are banished from science, 
however, we still shall need truth functions of an intuitive char- 
acter because we must be able to assert of some things that they 
are measuring instruments before we can start measuring. So 
much knowledge at least, must be admitted, even by the most 
consequent single theory positivist, on a purely intuitive basis, 
namely, that a place is a laboratory and that some objects in it 
are measuring instruments; so that even if he does not recognize 
man or beast before measuring them he must recognize some 
of the instruments which man has made. It may be advanced 
that intuitive knowledge of this kind is no part of any theory but 
precedes all theory. But then it follows that our single theory 
does not include all we know but rests upon non-theoretical 
premises. Theory, then, depends on something that is no theory. 
This admission, however, is equivalent to admitting that there is 
more than one single theory. 

Even adherents of the single theory doctrine do not affirm that 
science, aS we possess it at present, constitutes a single theory. 
They admit that biological theory, for instance, is different from 
physical theory, both with regard to its terms and its types of 
function. They recognize that if biologists make assertions about 
organisms they do not justify their assertions by references to 
metrical data supplied by instruments. According to the single 
theory school, however, this state of things is merely provisional. 
In their opinion, biology at present must rely on intuitive meth- 
ods of observation because instruments and methods of measure- 


ment whereby “reasonable expectations” in biology might be 
expressed have not yet been evolved. They do not, however, 
consider this as necessary. Living organisms, they point out, are 
accessible to all sorts of measurements and nothing hinders us 
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from assuming that, some day, instruments will be evolved which 
will be capable of recording all essential biological facts. Biology 
then will be linked to other branches of natural theory and only 
then will it begin to exist as a “science.” At present it is merely 
science in statu nascendi. Reasons put forward by present day 
biology are not real reasons. They are acceptable only because | 
we may hope that one day they will be transformed into propo- 
sitions satisfying the requirements of the single theory. 

Thus, Carnap has outlined the program of a strictly behavior- 
istic psychology which describes psychic phenomena in terms of 
observable processes in the brain. This psychology would ex- 
amine, for instance, a process involving an extended zone in the 
brain instead of examining perception. Its aim would be to co- 
ordinate certain measurable microscopic processes in the brain 
to certain equally measurable macroscopic occurrences which 
involve the body as a whole. We shall not discuss here the ques- 
tion whether psychology could ever be developed into a theory 
of this kind, or whether biology, as a whole, could ever be re- 
duced to purely physical terms. We wish merely to point out 
that reasons put forward in favor of these assumptions do not 
enter into the framework of the single theory. In discussing 
whether science should or should not refer to certain phenomena 
even adherents of the single theory doctrine must induce reasons 
which are toto coelo different from those which they consider 
alone as valid. All data furnished by measuring instruments and 
all conclusions that may be drawn from these data are useless to 
people concerned with what they ought to do. 


III 


There must be more than one theory since we are forced to re- 
cur to different types of reasons when accounting for our assump- 
tions or decisions. Every type of reason presupposes a distinct 
theory. Therefore, in inducing reasons for accepting or rejecting 
norms we presuppose ethical theory. Those who deny the possi- 
bility of ethical theory assert, in fact, that reasons induced in 
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favor of or against norms are always fallacious. This is Menger’s 
opinion. He invokes two arguments in favor of his opinion. First 
he asserts that ethical reasoning is futile since the supreme ethical 
principles upon which all such reasoning must be based are prob- 
‘lematic. Secondly, he holds that ethical reasoning is meaningless 
because ethical terms are too vague to allow for rigorous con- 


clusions. 

To begin with the first argument, it is true that all ethical 
reasoning must presuppose certain axioms or supreme principles 
and that all such axioms are more or less problematic. This, how- 
ever, does not mean that reasoning is necessarily futile. Thus we 
may adopt certain axioms purely tentatively and inquire merely 
what follows once they are admitted. A “deductive pattern” of 
this kind is useful even if the axioms upon which it is based are 
merely hypothetic. 

We may add that axioms have this tentative and arbitrary char- 
acter in every theory. Only logical axioms seem to be completely 
evident in themselves, since no axiom contradicting them could 
even be formulated. The axioms of theories referring to objects 
in the world, however, are only more or less analogous to logical 
axioms without being completely evident in themselves. Oppo- 
sites to them are always conceivable. Thus, ethical theory may be 
evolved on the basis of different axioms. Of course, only axioms 
satisfying certain formal requirements are eligible. For example, 
they must be compatible with the survival of the society they are 
addressed to. In theory many ethical axioms may fulfill this re- 
quirement, since human societies may follow different plans with- 
out being in danger of self-destruction. In practice, however, the 
range of the plans eligible for a given society at a given moment 
is much more limited, since a number of proposed regulations 
of conduct will be impracticable for just those people under just 
those circumstances. Ethics, however, always envisages one con- 
crete situation. If ethical theory is to provide us with reasons for 
adopting one norm rather than another it clearly must take into 
account which course is actually open to us. 
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The main problem, however, lies not in the choice of the 
supreme ethical axioms but in the construction of a deductive 
pattern establishing implicative connections between different 
norms and lines of conduct. The choice of axioms, in ethics as in 
logic, is something supra-rational. Theory cannot wholly account 
for them. We are assured of the validity of logical axioms be- 
cause we cannot even think or formulate their opposites, but this 
assurance lies outside of the range of reasons which logic itself 
can provide us. In ethics, we adopt certain axioms only because 
we are unable to conceive of a society worth living in, in which 
these would be disregarded. Such an assurance, however, is not 
derived from theory. What we expect from ethical theory is to 
show that certain particular norms and judgments must be 
accepted once the axioms are adopted. 

Menger’s attack, however, is directed not only against ethical 
axioms but against the deductive pattern itself. Whatever ethical 
principles we may adopt as axioms, he asserts, we cannot deduce 
anything from them as long as they are formulated in traditional 
terms like “duty,” “justice,” “right” and the like. Such terms, 
according to him, do not designate objective qualities of the ac- 
tions judged but merely subjective approval or disapproval by 
the judge. Instead of such terms, he urges, we ought to employ 
“neutral” terms, referring to observable characteristics of actions. 
If we follow Menger’s advice, we must renounce ethical reason- 
ing. Norms, then, will be isolated and there will be no deductive 
pattern along which consecutive norms might be deduced from 
others. This is obvious since we must abstract from all observable 
characteristics of an action if we are to establish what follows 
from the principle of that action. If anything is to follow from a 
norm the norm must designate not a class of actions character- 
ized by a static observable quality, but a line of conduct deter- 
mined by some intrinsic consequence. Terms of value like “duty” 
or “right” designate such intrinsic consequences of lines of con- 
duct. It is true that we cannot define in abstracto what “duty” 
or “right” is. Nevertheless, Menger’s scepticism with regard to 
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these terms is unjustified. In a concrete situation, people know 
perfectly well what they mean when they describe some decision 
as “unjust” or some action as a “breach of duty.” Terms of value 
are indispensable in ethics because we have no other terms 
whereby we could designate that intrinsic relation which con- 
stitutes the unity of a “line of conduct.” It may be conceded that 
such lines of conduct are always embedded in a concrete situa- 
tion, and cannot be defined except by referring to a concrete 
situation. But this does not mean that ethical theory is impossible. 
After all, what we expect from ethical theory is an elucidation 
of our own situation, and we can apply ethical principles only in 
so far as they are determined by our own environment. 


IV 


Ethical theory aims at establishing a deductive pattern applicable 
to norms. Thus, the main question with which it is concerned 
is, what follows from a certain type of action? This question, 
however, does not admit of a “pure” answer. There are two kinds 
of consequences involved by an action. There are, first, the in- 
trinsic consequences of its principle, which embrace everything 
that is logically entailed by one and the same line of conduct. 
Secondly, there are the causal consequences which result from 
the action. Ethical theory, of course, is concerned mainly with 
the intrinsic unity of a line of conduct. It cannot, however, neg- 
lect the analysis of certain causal effects of actions. Thus, ethical 
principles cannot be correctly formulated without taking into 
account certain aspects of the psychology of human relations. 
Ethical theory, while seeking to establish a priori logical lines 
of reasoning, is continually submerged into the whirl of chang- 
ing social and historical reality. It is futile to strive after an ethical 
theory which would be as independent of time and of changing 
social and historical reality as logic or mathematics. The terms 
of ethical theory designate types of human relationships and lines 
of conduct which are subject to change under changing social 
conditions. These terms, therefore, can be defined only by refer- 
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ence to one concrete stage of social evolution. In the case of logic 
and mathematics such a reference is superfluous, since the objects 
of logical and mathematical propositions—for instance, groups 
of three, five or ten things, or pairs of identical or alternatively 
true propositions—may be encountered at any time in any so- 
ciety, since they are correlates of mental operations rather than 
objects in the world. Logic and mathematics, while not dealing 
with real objects, may be applied to any segment of reality but 
ethical propositions are applicable only to a definite set of social 
conditions. 

This does not mean, however, that everything in ethics is rela- 
tive. The deductive pattern constituting the body of an ethical 
theory claims absolute validity, independent of changes in the 
human environment, since it merely states implicative connec- 
tions of the “If—So” type. Social and historical change affects 
not the correctness but merely the applicability of such a deduc- 
tive pattern. Ethical theory cannot be formulated in terms the 
definitions of which embrace all stages of social evolution. This 
is why ethical theory is always addressed to a certain concrete 
society and constitutes a criticism of that society. But criticism is 
not necessarily based upon a difference in the final ethical axioms. 
As final axioms always and in every field are arbitrary, that is to 
say, incapable of demonstration, differences in axioms cannot be 
settled except by arbitrary decision. Ethical criticism, however, 
is not limited to such differences. On the contrary, criticism is 
impossible or, at least, sterile, if fundamental axioms are wholly 
heterogeneous. Criticism based upon intelligent argument al- 
ways avails itself of a deductive pattern, the main axioms of 
which enjoy full consent even in the criticized society. The 
momentum of criticism, then, lies in demonstrating that the so- 
ciety in question fails to observe certain rules of conduct which 
are implied by its own fundamental axioms or follows certain 
advices which are contrary to these axioms. It is this kind of 
criticism for which deductive patterns are useful. 

There is, however, a simple way for any group to escape such 
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criticism. It consists in rejecting all deductive patterns, at least 
in so far as they deal with intrinsic consequences or entailments 
of a principle or line of conduct. It may, indeed, be contended that 
the question whether two actions belong to the same line of 
conduct cannot be settled in a really satisfactory fashion. The 
problem of intrinsic consequence, or entailment, is in a certain 
sense a metaphysical problem. The single theory doctrine, which 
rejects all metaphysical problems, proposes to banish from ethics 
the notion of intrinsic consequences. This is another way of say- 
ing that there is no autonomous ethical theory. But is it possible 
to regulate human conduct without resorting to the principle of 
intrinsic consequence? 

Menger answers this question in the affirmative. He proposes 
that the code, or system of norms, prevailing in a society be 
established by simply giving all subjects approving the same code 
an opportunity to unite. Codes originating in this way need not 
display any intrinsic unity among the individual norms contained 
in them. All they need is simultaneous approval by a certain 
number of individuals. Thus it seems that hard facts may be 
substituted for principles in ethical theory. We believe, however, 
that the problem of intrinsic consequences cannot be avoided in 
this way. A norm, whether deduced from other norms or simply 
stated as a postulate, always presupposes the notion of entailment. 
For it is impossible to establish whether an individual action is 
in harmony with or in contradiction to a norm without inquir- 
ing whether this action is entailed by that norm. All criteria 
which do away with the problem of entailment are useless in 
practice. Norms are either principles referring to the intrinsic 
unity of a line of conduct or else they are useless in regulating 
human conduct in a society. 

Ethical theory based upon a coherent system of norms and 
lines of conduct is not, of course, entirely indispensable. A dif- 
ferent ethical theory is conceivable in which the will of a certain 
privileged group or individual assumes the function of ethical 
principles. If such a theory is adopted, deductive patterns estab- 
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lishing the entailments of a norm or principle will be superfluous. 
Inner consequence of conduct, starting from an intelligible prin- 
ciple and following some pattern of logical deduction will be 
replaced by a merely external type of consequence, namely, 
obedience to the same authority. This is consistent only with 
self-contradiction and self-contempt. Formally, the doctrine pre- 
scribing such a line of conduct will be ethical theory, but it will 
be a theory which does not aspire to be the guide to practice. If 
it is adopted concrete problems of conduct will be settled, not by 
tracing them back to a principle, but by submitting them to an 
authority. 

We hold that the only choice is this: problems of conduct must 
be settled either by referring them to some coherent, intelligible 
system of norms, or by leaving the decision to some authority. 
The ethics of hard facts, if pursued to its ultimate consequences, 
is the ethics of dictatorship. A social system based upon the re- 
sponsibility and self-respect of the individual requires ethical 
theory in the full sense of the word: a theory based upon a 
coherent system of entailments, even though the metaphysical 
problem of entailment disrupts the artificial unity of the single 
theory. 











ON IMPERFECT COMPETITION 


One of the most important contributions to the problem of imper- 
fect competition, which has recently come into the focus of theoretical 
interest, is Chamberlin’s book, The Theory of Monopolistic Competi- 
tion. This work is a frontal attack upon the usual price theory and 
its implications, unchallenged in economic theory since Adam Smith.? 
According to the theory of price under free competition, not only will 
an equilibrium be established between supply and demand on the 
market, but this equilibrium will be fixed only at the point of maxi- 
mum production at the lowest price and with the smallest amount of 
profit, since profits will be levelled to the profits of the marginal 
producers. 

Chamberlin’s thesis is that, except in a few cases, this free competi- 
tion does not exist as a rule in the modern economy,’ and that there- 
fore the customary price theory does not furnish an adequate pattern 
within which the most important price phenomena can find a place. 

The theory of monopolistic competition is intended to construct a 
more realistic model. The well known picture of the market is 
modified in the following respects: 

1. The market for a product (for example, housing, clothing, auto- 
mobiles, preserves and even fruit and butter, etc.) is not today, and 
perhaps never was, a freely competitive one—a market characterized 
by (a) a practically unlimited number of sellers, whose individual 
departure or abstention from the market has no effect upon the price, 
(b) a complete homogeneity or standardization of the product, (c) 
a uniform price on the market. Rather it breaks up into a great many 
partial markets, in each of which only a small group of producers 
compete. Besides, the products are not only standardized, but dif- 
ferentiated; as a result every product has its own group of purchasers, 
who are only to a limited extent purchasers of other products. 

The difference between this type of market and that of free competi- 
tion consists in the fact that the demand curve for the individual 
1Chamberlin, Edward, The Theory of Monopolistic Competition, Harvard Eco- 
nomic Studies, no. 38. Cambridge: Harvard University Press. 1933. 213 pp. $2.50. 

“The same problem dealt with by Chamberlin has been widely discussed during 
the past few years. I might mention Joan Robinson’s book, The Economics of 
Imperfect Competition (London 1934), which contains a bibliography of our 
problem in the preface. The latest contribution is her article, “What Is Perfect 
Competition” in the Quarterly Journal of Economics (November 1934). This 


review, however, deals only with Chamberlin’s book. 
*See p. 13, sub 7. 
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producer does not, as under free competition, run parallel to the 
X-axis; this shape of the demand curve means that under free com- 
petition every seller can sell only at the competitive price, but at that 
price he can sell practically any quantity which he produces. He will 
therefore never reduce his price under this competitive level. In the 
market under monopolistic competition, on the other hand, the 
demand curve not only for the total amount, but also for each indi- 
vidual competitor, runs from upper left to lower right; it corresponds 
to the demand curve with which every monopolist in the strict sense 
of the word, even though he represents the total supply of a com- 
modity, must reckon.1 

2. The individual producers bring their products to the market 
under decreasing costs. Chamberlin assumes that as a rule production 
in an individual plant can be increased appreciably without further 
investment. In this case the fixed costs remain the same and the prime 
costs per unit of product do not rise, since the demand_ of the indi- 
vidual producers for their means of production has no influence on 
the price, except in certain special cases such as specially skilled labor. 
Accordingly, the average cost of production falls with an increasing 
quantity of production. It is worth pointing out that up to the present 
economic theory has almost always been based upon increasing costs, 
as is shown by the form of the supply curve which is always used 
(rising from lower left to upper right). At least in some part of its 
course, this supply curve, for the single producer as well as for all 
producers, must now run down from upper left to lower right and 
can ascend again only with a production considerably in excess of 
that which is actually demanded. Even then it will not, as Chamberlin 
has assumed, ascend but, with complete utilization of the capacity, 
the construction of new plants will become necessary; their costs will 
naturally again be higher, so long as they are not fully utilized, unless 
technical changes introduced in the meantime compensate for these 
new costs. Such a transition phase cannot, however, be termed a period 
of rising costs. Rather is it a case of a sudden change in conditions, after 
whose appearance the law of decreasing costs will hold as it did before. 
Nor can it be said that the individual concern works under decreasing 
costs, but the entire industry under increasing costs. That is neither 
theoretically def :nsible nor does it conform to the actual development. 
Even an increase in the prices of the means of production as a result 
of increased production cannot be considered an effect of a law of 


*The angle of inclination of this curve to the X-axis determines the extent 
to which the price will differ eventually from the competitive price. 
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increasing costs, for such an increase in prices holds for the total 
quantity produced; it does not abolish the effect of the law of decreas- 
ing costs, which is a technical-economical matter of fact. Similarly, 
falling prices and hence falling profits as a consequence of increased 
production do not prove the law of diminishing returns. In this case 
the falling profits are not due to a shrinking output but to a dispro- 
portionality in producing different commodities. 

Under the conditions assumed by the author, the following pattern 
emerges for the determination of the amount of production and of 
prices. If under the indicated shape of the demand curve the indi- 
vidual producers were able freely to choose their volume of produc- 
tion, applying the optimum point of view, profits would exceed the 
average profit. This will, however, attract new producers to the field. 
Their entrance into the competition will increase production and 
reduce prices. But since none of the producers will produce for any 
length of time without the “normal” profit (the amount of which 
Chamberlin does not fix—he considers it as a cost element), the out- 
put of each individual producer and of all producers will be set at a 
price—and its corresponding volume—which just yields the average 
minimum profit.1 This price will be higher than the equilibrium price 
under free competition, because the demand curve in this market pic- 
ture must, as above indicated, be conceived as inclined toward the 
X-axis. Thus the competitive equilibrium in a market situation of 
partial monopoly results in higher prices and a smaller volume of 
production than under free competition. Here too it is assumed that 
the expansion of production stops as a result of the entrepreneur's 
insistence upon a normal profit, an assumption which might be dif- 
ficult to defend under the suppositions made here. It is difficult to 
understand how a further expansion of production can be avoided, 
unless a real monopoly, i.e. an organization of the producers, has 
been built up. 

A further and more important departure from the usual market 
picture under free competition lies in the fact that Chamberlin draws 
selling costs into his picture. In an elaborate definition, Chamberlin 
characterizes all costs which increase the quantity of product on the 
market as production costs; and all expenditures which are intended 
to increase the demand without increasing the supply as selling costs. 


*Thus here the profit is considered as given, while it is only a result of the 
production. If profits are not considered a cost element, and similarly if interest 
from a long time point of view is not considered fixed, the law of decreasing 
costs appears even more clearly. 
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Under free competition in the classical sense, selling costs play no 
role. Given the demand, the sale of the total output of the individual 
producers at the competitive price is no problem. (Therefore the 
demand curve runs parallel to the X-axis.) Special expenditures in 
order to sell more than can be sold at the equilibrium price are 
rational only if the individual producer is in position to increase his 
sales while maintaining his price. Up to the present time such a possi- 
bility has not been considered in price theory. An increase in sales 
through the expansion of selling costs can succeed only if the pro- 
ducer breaks into the market of his competitor or attracts to himself 
purchasing power which otherwise would go for other products. 
Production and selling costs combined give total costs, whose curve 
after a certain point indicates rising costs. This, however, does not 
annul the law of decreasing costs, which is concerned with the 
phenomenon of production. 

The theoretical analysis thus leads to the conclusion that under 
monopolistic competition it may be assumed as extremely probable 
that the production will be less than under free competition, prices 
higher, the number of producers perhaps greater, but profits not 
higher. Or, the combined efficiency will be less, economically con- 
sidered, and unemployment will be greater and permanent, because 
equilibrium governs. It is especially important to point out that this 
market picture arises regularly in the development of capitalistic 
entrepreneurial production. It arises spontaneously out of the con- 
ditions of production, especially in the cases of large scale industry, 
trade marked articles, the articles dependent on local differentials 
for successful sales, and even without tariff barriers. The same result 
can be expressed by saying that supernormal profits for a limited 
number of undertakings attract new entrepreneurs, whose competition 
stabilizes the price at a level at which capacity cannot be fully utilized 
under the condition that the demand curve for the individual under- 
taking does not run parallel to the X-axis. 

Chamberlin’s method of analysis is so fundamentally different from 
the usual value and price theory that only a few of the questions 
which it raises can be discussed. 

1. Even if the demand curve does not run parallel to the X-axis, 


*This curve of selling costs, as Chamberlin construes it, cannot be repre- 
sented in the curve assumed by him. Increased expenditures to increase sales, price 
remaining the same, do shift the demand curve toward the right. But if the 
demand curve is drawn without consideration of eventual shifting through the 
expansion of selling costs, these selling costs are not included in the cost curve. 
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the monopolist, ignorant of this, can act as if it really did, that is, 
he may take the market price as given and as permanent. If this is so, 
the monopolist too will extend his production; and the volume of 
production as well as the price would coincide with that under free 
competition. The former will be at a maximum, the latter at a mini- 
mum, profits will fall below “normal,” the weakest producers will 
fall out. In short, developments will follow those predicted by the 
scheme of free competition. The greater the number of competitors 
and the easier the access to the market, the more likely it is that this 
result will appear. Here too the significance of the assumption of 
a fixed rate of profit is evident. 

2. Free competition is thus very narrowly interpreted by Chamberlin. 
In fact he assumes that the condition of free competition is encoun- 
tered only in rare cases in actual economic life. If under free com- 
petition in Chamberlin’s sense of the term for example, supernormal 
profits are made, the increasing profit rate will lead to an increase in 
the number of enterprises or the expansion of those already in exist- 
ence, a tendency which must instantaneously cease as soon as profits 
fall to the normal level. These producers themselves, however, stand 
in the course of a development, as a result of which the question of 
what the normal profit is and especially what it will be in the future 
cannot be answered with any claim to certainty. Or, even under free 
competition a market situation might quickly develop in which total 
capacity cannot be utilized, if one assumes that the individual enter- 
prise considers the normal profit as a cost and therefore tends to limit 
production if this normal profit is not realized.1 Nevertheless this 
would not be termed a case of monopolistic competition. In the face 
of falling profits, every entrepreneur will only after the most serious 
consideration decide to limit production in order thereby to raise his 
rate of profit. For he will fear that the market area which he has sur- 
rendered will be occupied by his competitors and the higher price 
desired will consequently not be realized. 

g. In Chamberlin’s reasoning, as in general in discussions of duopoly 
and oligopoly, a decisive role is naturally given to the question: how 
will the other person react? Will he accept the challenge or not? The 
behavior of the individual monopolist will differ considerably depend- 
ing upon whether he believes that the others will not change their 
course, that is, that regardless of how he himself may act, he will 
encounter the same market picture in so far as it is determined by 

1 As when the “egg lady,” for example, leaves the market with part of her 
wares in order not to “spoil the price.” 
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the others; or whether he assumes that his action will encounter a 
corresponding defense, whether the “correct” one or not. Since these 
reactions will not depend upon the situation but upon the decision 
of the individual persons, it is impossible to say for certain what will 
happen. Economic theory can only indicate the various possibilities. 
It is therefore only natural that the individual monopolist, even in the 
face of a very favorable demand curve—under the condition, “other 
things being equal’’—will hesitate to take advantage of it if he must 
expect that his competitors, by increasing their production, can spoil 
the fruits of his action. 

The only economically undeniable case of partial monopoly occurs 
where, alongside enterprises functioning under competitive conditions, 
that is, enterprises whose total production is completely absorbed by 
the market but exerts no influence upon the market price, there is a 
large enterprise whose production really determines the market price. 
In this case the monopolist will conform to the demand curve, in 
the sense that he will have to take into account that a part of the 
production comes upon the market from other enterprises without 
his cooperation. This, so far as I can see, is the only case of an in- 
complete monopoly determining the price.1 

4. Under Chamberlin’s assumption that the demand curve even for 
the individual producer does not run parallel to the X-axis and that 
the individual producer is in position, if he calculates correctly the 
behavior of all others, to determine his optimum production, an 
equilibrium is possible. But this, as has been indicated above, does 
not exclude a disruption of the market if profits in this case remain 
at the “normal” level. For it is always possible for outsiders to break 
into the market. Above all, modern advertising methods provide, 
through brand suggestion and refined price policies, such as temporary 
price cutting, a technique through which again and again a sally into 
the market can be successfully attempted. Theoretically this market 
may then be conceived of as being another market; but actually even 
the same unchanged market, despite the equilibrium which has been 
attained, always faces this possibility, which becomes increasingly 
important as soon as the difficulties of extending the market give an 
impetus to investment in markets already fully satisfied. This is the 
way a reduced “normal” rate of profit will be established. 

5. Chamberlin’s discussion analyzes the market for a single product, 
and begins with the individual producer within the market for a certain 


?Forchheimer, Karl, “Theoretisches zum unvollstandigen Monopol” in Schmoller’s 
Jahrbuch (1908) vol. 32, p. 1 ff. 
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product. In this statement of the problem the separate discussion of sell- 
ing costs is of decisive significance, for through the expansion of selling 
costs the demand curve, for the individual producer as well as for the 
entire group of producers, may be shifted. But this shifting of the 
demand curve toward the upper right is only possible, other things 
being equal (as Chamberlin also assumes) , on the basis of a decrease 
in the demand for other products. In this case, therefore, the ex- 
pansion of selling costs signifies a decline in the total efficiency of the 
national economy, or in any case no increase in the social product. 
It is true that in particular cases this may introduce an increase in 
the total production. What actually takes place depends upon the 
circumstances attending such shifting and the course of its conse- 
quences. In so far as the total amount of purchasing power is not 
increased as a result of it, this market structure carries the danger 
that the total production will be made progressively more inefficient. 
Or, in such cases the actual consumption will be progressively less 
than the consumption which would be possible on the basis of the 
amount of productive factors expended and the technical standard 
attained. This has important consequences for a planned economy. 

But even when the total consumption of a certain product is not 
increased through the rise of a new producer or the increase in pro- 
duction within an enterprise, the increase in social product cannot 
be measured by the increase in production and the money value of 
the product, which is achieved in a particular case as a result of the 
expenditure of additional elements of production. As has been re- 
peatedly emphasized in the popular discussion, the limited consump- 
tive capacity and willingness of the market prevent the increased 
private economic value attained in a particular case from being at 
the same time the additional “social value.’ 

6. The field for the utilization of this line of thought is very broad. 
For free competition in the sense of Chamberlin’s thesis is in fact only 
applicable to those few commodities which are quoted on the ex- 
changes as world trade commodities. These are in the main the raw 
materials, metals, agricultural products (such as wheat, etc.) and a 
few semi-finished products. On the other hand, all manufactured 
products are dealt with more or less on partial markets, in which— 
with the existence of large producers—the demand curve for the indi- 
vidual producer does not run parallel to the X-axis, but on which 


1Cf. on this point the discussion by Chamberlin in the Proceedings of the 16th 
Annual Meeting of the American Economic Association, Philadelphia, December 
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therefore the change in the supply, even in so far as it can be caused 
by one producer alone, can influence the price. As a result, the con- 
sequences of this analysis for the course of production, the achieve- 
ment of an optimum, and the theory of distribution acquire increased 
significance. 

7. In general, what theoretical implications are latent in Chamber- 
lin’s analysis? I limit myself to indicating two points of fundamental 
significance. 

(a) This analysis too pushes value theory far into the background. 
All that is needed to explain price movement is a knowledge of the 
demand curve and the cost structure of the individual enterprises 
under various quantities of production. The marginal utility theory, 
of course, remains indispensable as the background for the demand 
curve, just as production costs determine in last analysis which needs 
can be satisfied. Nevertheless it is worth pointing out that this entire 
market picture of incomplete monopoly can be represented without 
falling back upon value theory. 

(b) Secondly, the consequences of this analysis for the theory of 
distribution, even independently of whether we agree as to the fact 
and extent of unutilized capacity, may be mentioned. If a producer is 
working under the law of increasing returns, the compensation of the 
individual factors of production, labor, land and capital, can never 
correspond to their marginal productivity, even if one were able to 
impute this to them exactly. For in this case the marginal produc- 
tivity as the basis of wages, for example, will always give too high a 
result. The prices of the individual factors of production will always 
have to be determined according to an average productivity. This 
cannot be ascertained by changing at the margin the quantities of the 
elements of production involved. If, however, throughout industry 
all production is under the law of increasing returns, as is the case 
during depressions, the law of marginal productivity and with it, of 
marginal utility, loses its validity, at least temporarily, and the dis- 
tribution of the social product must be based on another principle. 


Emit LEDERER 


NEW LITERATURE ON MONEY, CREDIT 
AND BANKING, 1933-1935 


The following review article does not purport to include all the 
important books on money, credit and banking published in the 
United States and England during the last two years. Its aim is rather 
to present a picture of the problems of today and the lines of thought 
pursued for the solution, as revealed in the most recent literature on 
the subject. 

The volume edited by Evans Clark for the Twentieth Century Fund 
on the internal debts of the United States,1 although it was published 
two years ago, still retains its interest and still remains the chief 
source of information for this subject. Any publication composed as 
this one is of contributions of various authors naturally cannot be uni- 
form in concept and quality. The highest level seems to have been 
reached in the articles on the debts of banks, industrial corporations 
and personal debts. The information becomes more scanty with regard 
to financial corporations, particularly to insurance companies and to 
urban mortgage credit. The network of commercial and bank credits 
is not revealed because of the lack of basic data. The authors confine 
themselves to a presentation of the statistical figures, comment on the 
figures and some recent recommendations how to improve the situa- 
tion. Their conclusion is that the situation merely calls for individual 
settlements between debtor and creditor—helped by public adminis- 
trative boards—but does not require a general improvement of the 
debtor’s situation by inflation or by enforced scaling down of debts 
or interest rates. The authors, however, plead for a higher flexibility 
of the debt structure in the future—by means which do not, in all cases, 
seem practicable and useful—and for a better control of money, credit 
and investments. They go so far as to propose the nationalization of 
commercial banks, if other measures of credit control are unsuccessful. 

The problem which A. A. Berle and Victoria Pederson face in their | 
“exploratory study” on Liquid Claims and National Wealth is closely 
related to the problem of debts.? The fact that liquid claims reveal 


1 The Internal Debts of the United States, ed. by Evans Clark with contributions 
by Frieda Baird, John Barser, Wilfred Eldred, George B. Galloway, Wylie Kil- 
patrick, Gardiner C. Means, Victoria J. Pederson and Franklin W. Ryan. New 
York: Macmillan. 1933. 430 pp. $4.50. 

* Berle, A. A., Jr., and Pederson, Victoria J., Liquid Claims and National Wealth. 
An Exploratory Study in the Theory of Liquidity. New York: Macmillan. 1934. 
248 pp. $2.50. 
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more rapid increase than national wealth coincides for the most part 
with the increasing indebtedness of economic society. The authors 
calculate that liquid claims, that is bank accounts, listed securities 
and life insurance policies’ surrender value, amounted to 40 per cent 
of the national wealth in 1929 while they were only 20 per cent before 
the war. They are highly alarmed by this development and are afraid 
of dangerous consequences for capitalistic society. The shifting from 
personal property to impersonal liquid claims, bound up with the 
urbanization of society, means more than a material danger. “Liquid 
property is dangerous property” and, therefore, involves a spiritual 
loss to mankind. 

Most of this volume is devoted to the economic side of the growing 
illiquidity of society. The authors distinguish the “real” liquidity of 
claims, based on goods moving toward consumption, from the “arti- 
ficial” liquidity of securities based upon productive goods. Real 
liquidity is sufficiently guaranteed by the self-liquidation of the credits, 
by rediscount and credit pools. Artificial liquidity depends on the 
equilibrium of inflow and outflow in the stock and securities market. 
This equilibrium is not guaranteed. It is endangered rather than 
assisted by speculation. Berle and Pederson consider three reforms to 
be necessary: separation of commercial and investment banking, the 
creation of a central bank for the security market, and curbing of 
security speculation. Moreover, they consider the advisability of 
measures limiting the free availability of savings. They seem to be 
afraid that without such assistance the final outcome might be the con- 
version of the supposedly liquid, but actually illiquid, claims into fiat 
money: inflation. These considerations are based on a sometimes quite 
detailed analysis of the meaning of liquidity, seen from the viewpoint 
of a single enterprise. The transition to the social economic problem 
of liquidity is not clear enough and this might be the main reason 
why, despite many good ideas and observations, the answers given in 
this work are not as convincing as they otherwise might have been. 

H. Parker Willis and John M. Chapman are the authors of a 
voluminous book on The Banking Situation.1 The volume covers the 
whole field of private and central banking and includes the relations 
between public finance and banking. Many contributions are made 
by Professor Wiliis himself and Professors Chapman and Bogen have 
written articles referring to their special fields. The remainder, mostly 


’ 


* Willis, H. Parker and Chapman, John M., The Banking Situation: Post-War 
Problems and Developments. New York: Columbia University Press. 1934. 924 
Pp. $5. 
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collections of historical and statistical data, is the work of members 
of Professor Willis’ seminar. As a collection of facts and figures the 
book offers valuable and highly welcome assistance for studies in the 
field of banking. 

The critical work is done by Willis himself. He does not conceal 
his belief that the development of the Federal Reserve System repre- 
sents an unfortunate departure from ideas originally underlying the 
creation of the system. He regards as dangerous the recent develop- 
ment of deposit insurance, of increasing public debts, and he states 
that sound banking, the limitation of commercial banks to really 
short term commercial credit, and the restriction of Federal Reserve 
credit to eligible commercial paper have been given up. Professor 
Willis, in maintaining these principles, does not investigate the ques- 
tion whether these principles of sound banking were based upon a 
special economic structure which has since changed, and whether 
newly developed conditions might not require new methods of bank- 
ing too. 

John M. Chapman’s Concentration of Banking! gives a very careful 
presentation of the history, the experience and the present status of 
the mergers of banks and of multiple banking systems. Chapman 
analyzes cleverly the main arguments for and against the different types 
of concentration: chain, group and branch banking. He concludes 
that a branch banking system would provide all the advantages 
and would avoid most of the disadvantages of bank concentration. 
Whether a successful branch banking system would have to be nation 
wide, or merely state wide, is a question the author does not answer 
in detail. 

Roy L. Garis’ Principles of Money, Credit and Banking? is designed 
for the student as well as for the general reader. It does not contain 
very much theoretical analysis but includes many interesting facts of 
the historical development of money and banking in the United 
States. It also deals with all the new legislation concerning money 
and banking up to June 1934. The author presents extracts from the 
laws and regulations, historical documents and quotations from the 
works of other writers in the field. There may be some doubt whether 
he always gives adequate space to every problem. The answers given 
by the members of the American Economic Association to the ques- 


1Chapman, John M., Concentration of Banking. New York: Columbia University 
Press. 1934. 388 pp. $5. 
* Garis, Roy L., Principles of Money, Credit and Banking. New York: Macmillan. 


1934. 1056 pp. $3.50. 
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tionnaire of the Economists’ National Committee on monetary policy 
are certainly interesting. But is it necessary for a book on principles 
to print the results and comment in such detail as Garis has done in 
his book? Or is it good judgment to devote twenty pages to a his- 
torical review of Germany’s reparation payments and the war debt 
question and only four pages to the internal problems of public 
credit? Garis’ book has its undeniable merit in its always interesting 
account of facts and experience in finance but it is of minor value for 
an understanding of the basic principles and relations of monetary 
phenomena. 

Among the books which would serve as a good introduction to the 
fundamental ideas on money and banking I would count the work 
edited by G. D. H. Cole.1 What Everybody Wants to Know about 
Money deals with the meaning of money and money’s influence in 
the world of today, with currency regulation and commercial bank- 
ing, foreign exchanges and the capital market, the influence of public 
finance on savings and investments, the socialization of banking and 
the theories of so-called monetary “heretics,” or writers outside the 
academic schools. The conclusion drawn by Gaitskell at the end of 
his article deserves special mention. His final sentences are, “These 
comments are not intended to imply any criticism of heretical writing. 
On the contrary it is of the utmost importance that every individual 
should be free to express himself on economic affairs. The plain man’s 
instinct is in this case right. Economic experts can never be wholly 
trusted and only with the utmost possible freedom for criticism and 
construction can rapid scientific progress be made.” Not all the arti- 
cles are written as well as Gaitskell’s and Cole’s. But the scientific 
standard—Durbin’s chapter on “Money and Prices” may be named 
in this connection—is a high one and not every “everybody” will be 
the “everybody” who will understand the book at the first reading. 

The book is the work of English authors, all Oxford scholars, and, 
therefore, is based primarily on English theory and English economic 
conditions. The authors, however, do not confine their considerations 
only to England. They treat of the United States as well as of France 
and Germany and they present a great deal of information in their 
condensed statistics and short comments. This book is especially to 
be recommended to the layman who is willing to devote some time 


*What Everybody Wants to Know about Money, ed. by G. D. H. Cole with the 
collaboration of C. Clark, E. F. M. Durbin, H. T N. Gaitskell, E. L. Hargreaves, 
R. F. Harrod, G. R. Mitchison, E. A. Radice and A. Vallance. New York: Knopf. 


1933- 435 Pp- $3- 
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and concentration to inform himself thoroughly on the present status 
of monetary theory. But even the specialist will not waste his time in 
reading it. 

Four other books have appeared which deal with the problem of 
monetary policy and the depression. A report on international mone- 
tary problems by a group of the Royal Institute of International 
Affairs bears just this title. Sir Charles Addis was chairman of the 
group to which belonged, among others, Henry Clay, H. D. Hender- 
son, D. H. Robertson and Sir Arthur Salter. A. T. K. Grant drafted 
the report. The report presents first a short and lucid account of 
economic facts and developments, supplemented by an appendix on 
“Chronology of the Depression.” It then deals with the two types 
of theoretical attempts at an explanation and solution of the depres- 
sion: the monetary and structural approaches. In a chapter which is 
especially worth while the two theories are contrasted and compared 
in a well balanced manner. The main difference is found in the atti- 
tude toward public works and here the sympathy of the group seems 
to be with the monetary school. 

Arthur Gayer’s Monetary Policy and Economic Stabilization? was 
written partly in England, where he lived before 1927. It is not sur- 
prising, therefore, that both English and American ways of thinking 
are combined in his book. This combination results in a wide treat- 
ment of the various problems. On the other hand, however, it makes 
it more difficult to arrive at a definite judgment. Gayer explains how 
the mechanism of the gold standard has changed in postwar times 
in comparison with prewar years, especially under the influence of 
the growing inflexibility of the price structure. He investigates in 
detail the gold problem and deals with the causes which brought 
about the American boom in the twenties. He supports the European 
theory that increased productivity of labor without correspondingly 
falling prices was responsible for profit inflation. 

From the experiences of the last years Gayer derives the following 
practical conclusions. If possible a fully international gold standard, 
managed by cooperating central banks, is desirable. Otherwise a 
semi-autonomous gold standard with movable parities would still be 
the best. The ideal goal of monetary policy would consist in stabiliz- 
ing the price level and stabilizing the profit rate by raising wages in 


1Monetary Policy and the Depression. London: Oxford University Press. 1933- 
128 pp. $2.75. 

*Gayer, Arthur D., Monetary Policy and Economic Stabilization. A Study of the 
Gold Standard. New York: Macmillan. 1935. 288 pp. $3. 
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accordance with the rising productivity of labor. To make the eco- 
nomic structure more flexible a planned policy is required. Public 
works are recommended to stabilize employment, and confidence in 
the government and its loans is stressed as a necessary condition. It 
goes far beyond the limits of this review to examine whether the 
author’s interpretation of facts and his conclusions are all correct. 
In any case Gayer’s book will provide its readers with valuable in- 
formation and stimulation and will broaden the basis of discussion 
on economic reform. 

James P. Warburg, son of Paul Warburg and financial adviser of 
the government in 1933, describes very interestingly and vividly, in 
his Money Muddle, the development of Roosevelt’s monetary policies 
during the first year of his presidency. In his introductory chapters 
Warburg also explains the meaning of money and credit and at the 
end reprints documents and letters elucidating his position in regard 
to individual monetary problems. The author has interspersed his 
reports of the actual occurrences with criticisms and personal opin- 
ions. As an eye-witness Warburg is in a position to reveal many in- 
teresting facts about the development of Roosevelt’s monetary policy. 
He gives a dramatic story of the London Conference of 1933. He 
presents an interesting explanation for the great influence of Warren 
on the President. While Roosevelt was impressed with Warren’s 
graphic demonstrations he was not at all convinced of the truth 
of Warren’s theories. The deciding factor, says Warburg, was War- 
ren’s ability to offer clear cut solutions on all the urgent problems, 
whereas the opposition had none to offer. 

Warburg is not a monetary theorist and one can read between the 
lines that he does not appreciate the “money doctors.” His attitude 
toward current economic problems is a rather conservative one. He 
distrusts governmental paternalism and believes that the people will 
find a more satisfying life once they have returned to work and 
simplicity. Consequently he opposes many of the administration’s 
policies, such as the public works program, the increase of public 
debts and the deposits insurance. He approves the abandonment of 
the gold standard but he advocates a speedy return to a stabilized 
gold dollar. His judgment has been proved to be particularly correct 
in the silver question. 

An interesting comparison can be made between Warburg’s Money 
Muddle and Lionel Edie’s Dollars.? Edie, formerly professor of finance 


* Warburg, James P., The Money Muddle. New York: Knopf. 1934. 269 pp. $2. 
*Edie, Lionel, Dollars. New Haven: Yale University Press. 1934. 293 pp. $2.50. 
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at the University of Chicago and consequently a “money doctor,’ 
displays almost as temperamental a style of writing as does the Wall 
Street banker. They agree in some important points. Like Warburg, 
Edie approves the abandonment of the gold standard and demands 
a return, although not an immediate one, to a modified gold cur- 
rency which would not permit private hoarding. He also agrees with 
Warburg that the mere raising of commodity prices cannot solve the 
debt problem and that a revival of economic life can be expected 
only as the result of private initiative. Warburg, on the other hand, 
has prefaced his book with the motto, “Our basic trouble is not a 
money trouble.” Edie seems to think that the money trouble is the 
basic trouble. He blames the central banks for letting inflation and 
deflation run their course. They did not realize their power to regu- 
late the price level through their control over the volume of money. 
He criticizes with keen ingeniousness the pretexts invented by the 
central bank leaders in order to get rid of their responsibilities. In- 
teresting as this attack reads it is not convincing. If the only object 
had been to stabilize the price level, the Federal Reserve Banks would 
have done excellent work in the boom time, and Governor Strong's 
proposal to reduce stock speculation (Edie holds that Strong was 
right) would have been a mistake. Was not the feeling of the Federal 
Reserve men correct that their policies had but a limited influence 
and that it was beyond their power to guarantee a stable price level? 
Edie also reproaches England with having done nothing to stabilize 
the gold value. He perhaps underrates the limitations imposed upon 
England by her balance of payments, at least as long as England 
wishes to sustain her capital export. On the other hand the Bank 
of England never troubled the world money market, and English 
capitalists behaved less nervously than the capitalists of other coun- 
tries. 

One of the outstanding qualities of Edie’s book is the confidence 
and the calmness with which he regards the future of the dollar. He 
believes that America will eventually have that dollar which is truly 
desired by her people, and that this dollar will be neither the old 
gold dollar nor the commodity dollar, but a new gold dollar whose 
internal and external stability will be guaranteed by a wise bank 
policy. That this “wish dollar” carries the features of the dollar re- 
garded by Edie himself as desirable and obtainable is a piece of 
diplomacy which nobody will begrudge the author. 

Edie’s belief that controlling the volume of money means con- 
trolling the price level and the business cycle is also that of Lauchlin 
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Currie in his Supply and Control of Money in the United States. 
This book defines in a remarkably clear and distinct manner the 
conceptions of money and credit. It contains a new and exact esti- 
mate of the volume of money in the United States from 1919 to 1933 
and develops the technical details of the money supply in the United 
States. Currie concludes from these investigations that there exists 
a perverse elasticity of money supply. In boom times the control of 
the Federal Reserve Banks over the volume of demand deposits de- 
clines; in the downswing the dependence upon the Federal Reserve 
Banks increases. Currie holds that the experience of the last years 
has not proved the incapacity of the Federal Reserve System to reg- 
ulate the price level and the business cycle. His reproach is that the 
reserve administration applied a false conception of “credit” and 
therefore it did not adopt the right measures, or at least did not 
adopt them in time. He apparently disapproves of the attempt to 
curb stock speculation in 1929, censures the inconsistency of the tight 
money policy and thinks that the system did not go far enough in 
easing the money market after the breakdown. The ideal control of 
the volume of money would be accomplished, in his opinion, by 
direct government creation of money. To improve the existing sys- 
tem Currie proposes to confine the reserve requirements to checking 
accounts, to apply a uniform reserve ratio, not varying according to 
the turnover but changeable at the discretion of the Reserve admin- 
istration. He advocates lowering the reserve ratio which the Reserve 
Banks are now compelled to hold against notes and deposits, and 
he considers the abolition of the rediscount operations as a further 
step toward complete monetary control. 

Currie’s book deserves full acknowledgment as an accurate and 
elucidating study of monetary facts and as an excellent presentation 
of a particular monetary theory and its consequences. Whether this 
theory—the decisive influence of the volume of money upon economic 
life—is correct, is another question. The author stands partly refuted 
by recent developments. It is now proven that expansion of money 
may result in the piling up of excess reserves and will not by itself 
bring about recovery. Generally speaking, it does not seem admissible 
to neglect the different components of the money volume, in other 
words, the velocity of circulation. The weakness of the basic thought 
naturally endangers some of the author’s conclusions—the criticism 
*Currie, Lauchlin, The Supply and Control of Money in the United States. 
[Harvard Economic studies, vol. 47.] Cambridge: Harvard University Press. 1934. 
199 pp. $2.50. 
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of the reserves policy more than the proposals for monetary reform. 
Nevertheless, Currie’s book will serve as a very good basis for the 
discussion of monetary reform in this country. 

To the foreigner the great difference between American ideas on 
monetary subjects and European ways of thinking is quite surprising. 
America has fostered monetary statistics as no other country has done. 
There has not been much theoretical work on the relations between 
money and dynamic economics. The European problems centering 
around the “neutrality of money,” the equilibrium between saving 
and investing and between the natural rate and the money rate of 
interest have no great influence on American thinking and writing. 
Perhaps Gayer’s book denotes a tendency to bring monetary theory 
closer to general economic theory. Columbia University, the home 
of W. C. Mitchell, J. M. Clark and J. W. Angell, seems to be pre- 
destined to bridge the gap which now separates both fields of theory. 


Fritz LEHMANN 
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SCHELTING, ALEXANDER von. Max Weber’s Wissenschaftslehre. 
Tiibingen: J. C. B. Mohr (Siebeck) . 1934. 420 pp. 23 RM. 


Max Weber’s works on the theory of the sciences, particularly on 
the sciences of history and sociology, make up a considerable part of 
his writings. There is, therefore, no dearth of special studies con- 
cerned merely with revealing the inner logic of these works. Schelt- 
ing’s study goes beyond such a limited task. He undertakes to show, 
first, the place of Weber’s methodological studies within his entire 
work; second, what would be the position of Weber’s methodological 
attitude toward the modern Wissenssoziologie; and third, how Weber 
himself went beyond the boundaries of his scientific methodology in 
his concrete historical and sociological investigations, particularly in 
his sociology of religion and in his analysis of political attitudes. 

Schelting rightly points to the deep influence of definite ethical 
attitudes not only upon Weber's scientific work but even upon his 
methodological studies. He shows how a great many of Weber’s 
methodological problems, particularly the problem of causal impu- 
tation, represent the theoretical consciousness of a man predisposed 
above all to activity. Schelting, therefore, is correct in emphasizing 
the ethos of moral responsibility as the foundation for the various 
aspects of Max Weber’s work. This presupposition of Weber’s work 
then leads to his metaphysical position, which is brilliantly illumi- 
nated and described. 

Particularly valuable is the third section of the book, which is con- 
cerned with the Wissenssoziologie. Schelting takes up particularly the 
works of Karl Mannheim and aims to lay bare the epistemological 
foundations of his work. Very justly he indicates how the formalization 
of fundamentals has led and must necessarily lead to failure in the 
handling of the concept of “particular truths.” He shows conclu- 
sively how the immanent, logical structure of causal imputation 
renders impossible a relative treatment of theoretical spheres, no 
matter how many factors either historically or psychologically deter- 
mine, further or delimit the conception of knowledge. 

Of particular importance is the last chapter of the book which 
deals with the limits of methodological self-interpretation (Selbstin- 
terpretation) . Schelting justly emphasizes the point that the concrete 
achievements of Weber are far more important than his methodology. 
Above all he indicates the lack of clarity in his concept of ideal types. 
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There is no sharp division between individualizing and generalizing 
methods and no clear distinction between a causal-genetic type and 
an a-causal-ideal type. In his concrete studies, however, Weber em- 
ploys together with causal concepts also non-causal relations and a 
particular form of understanding and interpretation, which might 
be designated as “Sinndeutung ideeler Art.” Weber's concept of un- 
derstanding thus stands between Rickert’s and Dilthey’s. For Weber 
there is not only an understanding of the non-real meaning, but also 
an understanding of the real motive of the speaking individual. 
Understanding for Weber thus becomes a particular kind of real 
knowledge which extends into far reaching knowledge of human types 
and categories. 

It is a contribution of the work of Schelting to have shown definitely 
how in Weber’s concrete works, particularly in his sociology of religion, 
the purely causal and psychological analysis is displaced by a genuine 
meaningful interpretation of spiritual forms in their immanent and 
most characteristic relationships. 

ALBERT SALOMON 


MICHELS, ROBERT. Umschichtungen in den herrschenden Klassen 
nach dem Kriege. Stuttgart-Berlin: Kohlhammer. 1934. 133 pp. 6.50 RM. 


TAUSSIG, F. W., and JOSLYN, C. S. American Business Leaders. A 
Study in Social Origins and Social Stratification. New York: Macmillan. 


1932- 319 Pp- $3-75- 
VIDA, IMRE. Das Problem des Aufstieges. Munich-Berlin: Oldenbourg. 
1933- 159 pp. 6 RM. 


The sociologists who are interested in the problems of social stratifi- 
cation are turning their attention increasingly to the morphology and 
theory of the elite. The social developments in Central and Western 
Europe compel a reexamination of the older class theory. Since these 
developments do not fit in completely with the Marxian class scheme, 
however well refined it may be, the concepts “political class” (Mosca) 
and “elite” (Pareto) have a particular attraction. The strength of 
political groups that think it possible to derive a foundation for their 
claims from Pareto corresponds to the weakening of the political posi- 
tion of socialism, which utilized Marx’s sociological concepts. New ques- 
tions have been added to the old. To solve the problems of propa- 
ganda, of the power of the elite over the masses, of social ascent and 
descent, has become more important to the understanding of social 
structure than a dogmatic conception of the relation between pro- 
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letariat and capitalists, subjective and objective class consciousness, 
political ideology and economic interest. 

Professor Michels’ book contributes to this discussion, which has al- 
ready produced a considerable literature. He examines the Paretian 
theory that social development consists in a circulation of the elite. 
He puts Germany and Italy in the foreground; the situation in Russia 
and France is somewhat less emphasized; the United States is occa- 
sionally touched upon; England is almost entirely neglected. 

The existing material for such a study is rather poor and widely 
scattered. There is no book for other countries which can compare 
with Nothaas’ volume on social ascent and descent in Germany. To 
draw general conclusions despite this lack of material might therefore 
appear premature, particularly to American sociologists. But without 
the courage to synthesize special investigations from a theoretical point 
of view sociology runs the risk of missing its aim and becoming tedious. 
Since Michels has at his disposal an extensive knowledge of the litera- 
ture, especially of an older date, he avoids the other danger of generaliz- 
ing prematurely and without qualifications. He is, moreover, aware of 
the limitations of the methods by which the existing statistics were 
obtained. 

Some of the material that would have been important for his study 
Michels did not use. To mention only books which contain original 
statistical material, he omitted, for the United States, the book by 
F. W. Taussig and C. S. Joslyn, Haberle’s study on mobility, Sorokin’s 
article on American millionaires and multimillionaires (in Social 
Forces, 1925) and Stephen S. Visher’s article in the American Journal 
of Sociology, 1925; for England, the interesting studies by Laski and 
Nightingale on the personnel of the English government, foreign office 
and diplomatic service; for Germany, Habich’s book on the latifundia 
and Maas’ older study of the intellectual leaders; for France the com- 
parative study by Tobis. Had Michels taken these inquiries into ac- 
count his book would have been more substantial, yet his conclusions 
would not have had to be altered. 

The circulation of the elite, he summarizes, takes place as an amal- 
gamation of the rising class with the older ruling group, rather than 
as a replacemen: of one by the other. In other words, only the Russian 
revolution accomplished a complete breakdown of the ruling classes, 
while in all other countries, including those with marked political 
changes, such as Italy and Germany, the groups in power underwent 
only an evolutionary process. 

The wording on page 38 does not make clear whether Michels wishes 
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to have this conclusion understood as an objection to Pareto’s theory. 
This is not probable, however, for Pareto always considered both the 
gradual supply of the elite and its violent renovation; he did not give 
his attention exclusively to the revolutionary process of replacement.! 

Michels deals with his subject in three chief aspects, examining the 
relations between the leading intellectual, economic and aristocratic 
groups. He gives special consideration to the changes in the social posi- 
tion of women and to the claims of youth. Unfortunately he includes 
neither the leading military group nor the higher officials of the civil 
service, precisely those groups that play such a decisive role in modern 
society. 

The book by F. W. Taussig and C. S. Joslyn has a quite different 
character. It is a study of a strictly limited subject based on original 
material. A questionnaire was sent to more than 15,000 leading capi- 
talists, in order to answer the following questions in statistical terms. 
From what social classes are American business leaders recruited? What 
is the relation between the proportion of a class in the group of busi- 
ness leaders and the proportion of that class in the population at large? 
Finally, what is the relative influence of heredity and of environmental 
factors on the composition of the leading economic stratum? 

Although 7,371 responses were admitted to the tabulation the au- 
thors emphasize that a final answer to these far reaching questions 
can be obtained only from inquiries of much wider scope and of a 
different character. But the results of the present study and the au- 
thors’ conclusions are interesting indeed. Seventy per cent of the 
American business leaders have been drawn from ten per cent of the 
population. “The class of business men is 112 times more productive 
of business leaders than is the class of low skilled laborers.” By com- 
paring the social descent of different age groups of the business leaders, 
the authors demonstrate that, contrary to the long standing American 
tradition, the proportion of farmers’ sons among successful business 
leaders decreased, while the proportion of business men’s sons increased. 
This decline in the ratio of farmers’ sons might be accounted for by 
the population trend. But the number of manual laborers’ sons who 
became business leaders did not increase in proportion to the growth 
of the working class. It remained stable, and very small. ‘““Among those 
of our respondents who are aged 35 to 39, the proportion of sons of 
business men is no less than 64.1 per cent.” Thus the tendency to limit 
entrance to the economic elite seems to have social rather than demo- 
graphic reasons. But the authors try very hard to prove that the com- 


1Cf. his Traité de Sociologie Générale, for instance pp. 1300, 1305, 1425, 1502, 1510. 
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position of the group under consideration is not a result of social privi- 
leges but rather of ability. Their conclusion therefore resembles that 
reached by Francis Galton in his Hereditary Genius. 

The methods used in demonstrating that there was no considerable 
suppression of talent among laborers’ sons are indeed ingenious, and 
are applied statistically with discrimination. But the authors did not 
sufficiently take into account all the methodological difficulties. One 
of their hypotheses, for instance, is that if considerable suppression of 
talent does take place one would expect to find the sons of laborers 
who have nonetheless succeeded among the foremost business leaders. 
The obvious assumption is that the barriers which the laborers’ sons 
face are erected, if at all, at the beginning of their careers. Those ener- 
getic and capable men who have overcome them should inevitably rise 
to the top. Since in the statistics the business leaders who came from 
the working classes are scattered over all grades of business men it 
follows, to the authors’ minds, that suppression of talent is not proved 
by the figures. Obviously the conclusion was prepared by the assump- 
tion, but the assumption is not necessarily correct. 

When examining the influence of the environmental factors, as far 
as they are discernible from the responses to the questionnaire, the 
authors did not take into account the fact that everyone tends to jus- 
tify his success by minimizing favor and luck and stressing his own 
merit, a fact well described by the Viennese psychologist Ichheiser and 
also occasionally emphasized by Max Weber. Ichheiser calls this the 
“veiling of the success-mechanism.” 

In a similar way an objection can be raised to the authors’ use of 
size of business as an index of ability. Although they are conscious of 
the questionable assumption on which this index is based, they have 
resorted to “common observation and experience.” If Ichheiser’s the- 
ory is right the approval of most business men is no criterion for judg- 
ing the correspondence between size of business and degree of ability. 

The significance of the general social atmosphere as a handicap to 
talented sons of workers could not possibly be estimated by the ques- 
tionnaire. The authors admit, however, that its bearing on social 
ascent and descent is very important. 

All these objections, much as they may blur the authors’ sharp con- 
clusions in favor of the “superiority view,” do not reduce the value of 
their study. It provides the sociologist interested in the composition 
of the elite groups with a considerable amount of illuminating knowl- 
edge. Special mention should be made of Chapter XII, in which the 
authors compare the results of their inquiry with other studies in the 
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field. Except for the German study by Nothaas, they drew upon all 
available material. As far as Odin’s study is concerned, it would be 
advisable to take into account the objections which Michels raised to 
its methodology (footnote 62 of his new book). 

The book by Dr. Vida is called a socio-philosophical study. He says 
that he was stimulated by Professor Spranger; the psychological cate- 
gories he uses, however, are inadequate. The distinction between the 
type of the insatiable and the Philistine is certainly not sufficient for 
an understanding of the rise of individuals in the social scale. Though 
Dr. Vida wanted to deal not only with the German situation but with 
the “general condition in Middle Europe,” he seems not to have con- 
sulted the foreign literature in the field. Even among the German stud- 
ies he overlooked such important contributions of a general character 
as Karl Mannheim’s article on the striving for success and Mitgau’s on 
social rank. It is to be hoped that Dr. Vida will inform himself more 
exactly on the work already done before he realizes his intention of 
writing about the rise of social classes as well as of nations and cultures. 

HANS SPEIER 


PINSON, KOPPEL S. Pietism As a Factor in the Rise of German Na- 
tionalism. [Columbia University Studies in History, Economics and 
Public Law, no. 398.] New York: Columbia University Press. 1934. 
277 PP- $3-75: 

This study by Dr. Pinson on the relations of German Pietism to 
the beginnings of nationalism is characterized by an amazingly and 
uncommonly wide familiarity and mastery of source materials, by an 
unusual and rare ability to evaluate properly the secondary literature 
in the subject and by a keen and responsible sense of methodological 
consciousness. The author is fully aware of the fact that the origin 
of German nationalism is the result of a multitude of factors. It is far 
from his aim to attribute the leading role in this movement to Pietism. 
Nevertheless he feels he can prove that there are certain relations 
between the two. 

Pinson seeks to show how certain ideas and attitudes which found 
their expression and realization in Pietism later made possible the 
emergence of German nationalism. He thus strives to relate the Pietist 
religious and mystical reaction against both Lutheran orthodoxy and 
rationalist free thought to that irrational attitude which was favor- 
able to the development of nationalism. In the same way he indicates 
how from certain psychological tendencies, such as the struggle with 
sin and repentance, a new consciousness of individuality emerged, 
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which recurs again in the consciousness of nationality. His remarks 
concerning the plurality of the various confessions and their equality 
before God as but different ways to salvation are extremely important 
and interesting. These ideas are paralleled by the different national 
characters which make up the unity of mankind. It is, moreover, very 
noteworthy to see how the author attempts to give a sociological in- 
terpretation to the character of the Pietist community as a union of 
all individuals who are filled with a similar religious spirit, irrespective 
of their class position. Pinson sees in this emergence of the middle and 
lower classes a powerful factor whose influence extended in many 
directions. It stimulated social welfare activity, influenced the estab- 
lishment of educational institutions and, finally, it brought about the 
wider use of the German language in both literary and academic life. 
In the last chapter on “Christian Patriotism” the author treats of 
Friedrich Carl von Moser, Lavater and Schleiermacher. 

It is, unfortunately, impossible to indicate in a brief review all the 
wealth of content in this stimulating and creative work. One can only 
thank the author for this and from the viewpoint of scholarship the 
most suitable form of thanks for significant contributions may be not 
to withhold critical comment. 

It does not seem altogether desirable to extend the term Pietism to 
include Spener and Gottfried Arnold together with Wackenroder and 
Novalis. It is of course impossible to deny the existence of Pietist in- 
fluences in the Romantic poets and thinkers treated by Pinson. But 
in Hamann, Herder and Novalis, as well as in Lavater, these Pietistic 
experiences and impressions were transformed by a series of influences 
of another character. It is therefore exceedingly difficult to establish 
Pietist attitudes and ideas in the works of these men. The eighteenth 
century Enlightenment also had within it enthusiastic pathos and 
super-rational constructions; and in genuine Pietism, among the 
Moravian Brethren and within the Halle school, there were certain 
ascetic and non-worldly characteristics. It is undoubtedly true that these 
characteristics were, in the course of time, either spiritualized or dis- 
placed. But they are of extraordinary importance for the fundamental 
attitude of Pietism toward the world. Viewed in this light the trans- 
cendence of social differences and the social achievements of Pietism 
take on another appearance. They are not so much a part of a social 
and political ideal as they are of the Christian idea of caritas. 

The chapter on language and literature contains a wealth of in- 
teresting material. This would have been the place, however, to show 
how the German vocabulary was enriched by Pietism. One can say 
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today with a fair degree of certainty that the importance of Pietism 
for the development of the German language consists less in the 
creation of new words than in reviving and restoring the language of 
the old German mystic literature. The reaction to the artificiality of 
the language of the baroque period was particularly active in the 
circles of Pietist scholars and authors, but it should be remembered 
that Zinzendorf’s language also represents a very artificial form of 
language derived from his sentimentality and aesthetic rationalism. 
It has been shown that words such as Enthusiasmus, zerstreut, Einsicht 
and Einsehen were restored to the German language from the litera- 
ture of mysticism. From Klopstock we know that the word gemiitlich 
comes from the vocabulary of the Herrenhuter. Unfortunately research 
into the vocabulary of new High German has not advanced far 
enough, despite Grimm’s dictionary, to make possible a definite ap- 
praisal of Pietist achievements in this field. 

In the last chapter, dealing with Christian Patriotism, one misses 
a specific delimitation of the concepts of nationalism and patriotism. 
There is no religious confession which has not embraced some ethical 
pronouncements on love of homeland and fatherland. This does not, 
however, explain the transition of patriotism to nationalism. In any 
case the relations and combination of motives under which a national 
consciousness develops are very complex. The works of J. J. Moser and 
F. C. Moser indicate the variety of motives which went into their con- 
sciousness and which fostered their characteristic national attitude. 
Class, occupational and patriotic motives all converge here without 
allowing for the isolation of the Pietistic motive. 

It might perhaps also be considered whether or not the concept of 
secularization ought to be used in so realistic a sense as it has been 
used in this book. 

I should in closing once more emphasize how truly creative and 
stimulating, in the most varied ways, this book is. The direction which 
the problem set by Max Weber takes here in the field of political 
ideology is of the highest significance and greatest importance. 

ALBERT SALOMON 


VOEGELIN, ERICH. Rasse und Staat. Tiibingen: J. C. B. Mohr 
(Siebeck) . 1933. 227 pp. Paper 8.70 RM; cloth 11.50 RM. 

In preparing a doctrine of the state Voegelin (University of Vienna) 
came to pay great attention to all ideas concerning the human body 
as a co-generator of political communities. Though of relatively sub- 
ordinate significance within the whole subject, these ideas seemed to 
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require such a great apparatus that the author preferred to publish 
that part as a separate systematic book. From the beginning he draws 
a sharp distinction between a scientific racial theory and political 
racial ideas. The value of the book lies in the accuracy which is ap- 
plied in carrying through that distinction. 

As for the scientific discussion of the race problem, Voegelin holds 
that it has suffered from the “superstition” of the towering position 
of the “ever progressing” natural sciences. He insists that the relation 
of body, soul and mind cannot be treated apart from its philosophical 
aspect. The biological and anthropological approaches have so far 
given poor results with respect to the origin and demarcation of races. 
The author shows a distinct sympathy with philosophical theories 
that make the body an expression, a gesture, an action (Gebdrde) of 
the soul. He praises as scientifically advanced such writers as L. F. 
Clauss and Othmar Spann. Clauss, in Von Seele und Antlitz der Rassen 
und Vélker (Munich 1929), takes as a criterion of race the inner law 
that seizes the whole being of a living creature. He traces that law 
back to a law of style which occupies the soul, a law of behavior that 
is tending toward a definite form, a Ziel-Gestalt. Whatever may be the 
merit of these ideas I consider it arbitrary to connect them with the 
anthropological term of race. There is at least no proof that this can 
be done. The author seems also to appreciate Spann’s idea that races 
partly originate and are changed by social events in history by pro- 
found spiritual shocks such as those of primitive religious history. 
But he does not claim that any such idea about the connection of 
body, soul and mind can be demonstrated in a conclusive way. On 
the contrary he insists that this is impossible and that all theories on 
the significance of races are of small demonstrable outcome. 

After thus reducing the scientific work on the racial issue to its 
probjematic results, Voegelin turns to the political ideas of race. As 
far as these ideas try to fill the gaps in scientific research by unproven 
assertions they find a caustic critic. But in addition, Voegelin says, 
they are something else, they are political ideas that favor a definite 
bodily community. The idea of bodily community or partnership 
played a great part, long ago, outside the racial sphere in the ancient 
tribal states and in the Christian Corpus Mysticum. Both are presented 
by the author in an illuminating way. Later ideas of bodily communi- 
ties, again outside the racial issue, were provided by Fichte and Schel- 
ling. Schelling’s doctrine of the myth as a cause for the existence of 
different peoples is broadly described. So are the various racial doc- 
trines of the last hundred years. 
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Voegelin acknowledges that a community can carry within itself a 
guiding image (Leitbild) , and can be influenced by it in mind and 
body. This image can be affected by political ideas. Doctrines like 
that of the Nordic race may generate and strengthen such an image. 
He therefore reaches the conclusion that the political ideas about 
races, though mostly wrong or unproven as scientific theories, never- 
theless have or can have an influence on the development of races. 
As far as that and only that is intended there is, in his opinion, no 
room left for science but only for will and for propaganda pro and con. 

Is the boundary of scientific contemplation indeed reached at this 
point? I doubt it. Political will and propaganda may influence the 
people in their preferences in favor of a definite bodily and mental 
type, with the two-fold effect that they endeavor to adjust their ap- 
pearance and behavior to that type, and that the selection between 
the two sexes is directed toward its reproduction. But there are limits 
set to such an influence and it is science again which can point to 
those limits beforehand. First of all, poor as the results of science are, 
they must be respected. If the advocates of a type draw inaccurately 
upon science in order to back their preference, this will give their 
adversaries the superiority of truth, which, in the long run, has always 
proved to be a very strong power. Further, if the advocates of a type 
exaggerate their propaganda they will begin to rebel against that type 
as children leaving school frequently rebel against the wisdom of the 
teachers and their classical ideals. Then the advocacy of one type 
might, after a time, work out in another direction for preference and 
selection. Moreover, the preference for one type will not alter the fact 
that all the types within a population will marry and reproduce them- 
selves, in so far as they are not prevented by force, which can only be 
done for a small number. 

These and many other questions are open to scientific consideration. 
Therefore, though in the main I agree with the distinction between 
scientific theories and political racial ideas as drawn by Voegelin, I 
cannot see in this distinction a definite limit to scientific discussion. 
Science, on the contrary, should improve its methods and double its 
forces to reveal a little more truth in this field. 

ARNOLD BRECHT 


BECKERATH, HERBERT von. Modern Industrial Organization. An 
Economic Interpretation. New York: McGraw-Hill. 1934. 385 pp. $4- 


This well known work, which first appeared in 1930 under the 
title Der moderne Industrialismus, has been translated into English 
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with only a few changes. That it has not lost its charm, though written 
in time of prosperity, is greatly to its credit, especially if we compare 
the majority of books on the subject written during the same period. 
Professor von Beckerath’s book is characterized by an attitude which 
was seldom assumed by writers of the period. While most German 
economists centered their researches in problems set by Marxian theo- 
ries, or in purely objective economic principles such as the principle 
of laissez-faire, von Beckerath boldly rejects any equalitarian philosophy 
and reviews the problems of industry from the viewpoint of a re- 
sponsible entrepreneur. This uncompromisingly conservative approach 
grows out of a cultural and ethical conservatism which appears to be 
a defensive reaction against the disastrous decline of the socialist era 
in European postwar development. This book, which bore the title 
“industrialism” as a challenge to the class struggle term “capitalism,” 
represents the position of the best type of western German industrial 
entrepreneur, entrenched against the socialistic class struggle, against 
a too far reaching state interventionism and planned economy and 
against bolshevistic tendencies. The book is not very far from ex- 
pressing the west German industrialist conservative tendencies, strug- 
gling desperately and, down to the present, with fair success against 
the socialistic part of German fascism. It holds a rather lonely place 
in literature because it is one of the few books which contain a very 
frank confession of aristocratic principles uttered with scholarly candor. 

For the United States the instructive chapter on the elimination of 
collisions between plant and market requirements ought to be of in- 
terest with regard to the NRA experiment, because this chapter gives 
an unbiassed review of the German cartel movement of the postwar 
period. By unbiassed is meant here that criticism from the entrepre- 
neurial standpoint is not lacking. 

KARL BRANDT 


SVEISTRUP, HANS, and von ZAHN-HARNACK, AGNES. Die 
Frauenfrage in Deutschland. Str6mungen und Gegenstr6mungen 1790- 
1930. Sachlich geordnete und erlauterte Quellenkunde. Burg b.M.: 
August Hopfer. 1934. 800 pp. Paper 21.50 RM; cloth 23.50 RM. 

In view of the breakdown of the German women’s movement, it is 
of great importance not to lose the historical knowledge of the period 
in which the woman question in Germany arose and found a partial 
solution. This book is a complete bibliography of all publications on 
the woman question during one hundred and forty years of German 
history. The woman question in foreign countries is treated only in 
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so far as German publications were concerned. In order to give a clear 
picture of the contents a few of the chapter titles have been briefly 
explained. There are chapters on physiology and psychology of women; 
women in law; the woman question in poetry; marriage, maternity 
and family; education; vocation; women and the state, the church, 
the community, etc. 

FRIEDA WUNDERLICH 


DOWELL, AUSTIN A., and JESNESS, OSCAR B. The American 
Farmer and the Export Market. Minneapolis: University of Minnesota 
Press. 1934. 269 pp. $2. 

National self-sufficiency in agriculture is one of the issues raised by 
the depression in those European countries which formerly imported 
food. While there has been much platonic discussion on the necessity 
of curtailing high tariffs with a view to a general revival of inter- 
national exchange of goods, the technique of limiting trade through 
quotas and control of foreign exchange becomes more and more 
effective. For the United States the point has been reached where 
decision can no longer be avoided. Secretary Wallace’s pamphlet, 
America Must Choose, was a startling overture to the public dis- 
cussion on the question whether we should aim at an autarchic 
domestic market and the subsidizing of submarginal industries, or 
whether the gates should be opened to industrial imports in order to 
make possible exports of the main surplus crops, cotton, tobacco, 
pork and lard, wheat and rice. Professors Dowell and Jesness present 
skilfully the facts bearing on this intricate subject. They command a 
thorough knowledge of the whole field both from the angle of agri- 
cultural economics and from that of farm management. 

The reader is supplied with basic information on the characteristic 
facts of the United States farm plant, on the important farm com- 
modities, and on the export surplus. On this basis a study is made of 
the home market in its various aspects and of the export markets. 
This study leads to many surprising results, which, as the authors 
indicate, should be earnestly considered before any decision on points 
of national policy is made. 

The area required to produce the average agricultural exports for 
the decade 1920-1990 is estimated by the authors at around 60 million 
acres, while the requirements for the domestic production of food 
imports would have been no more than 15 million acres. The average 
acreage required for the production of hog exports plus lard exports 
runs to g.5 million acres. The authors estimate that another 10 million 
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acres should be added to the acreage required for exports, to allow 
for the feed requirement of the horses and mules used in the produc- 
tion of exports. 

To eliminate exports would mean to eliminate one sixth of the 
present farm population, to abandon one acre of every six or seven 
now in crops or to reduce the annual production by one sixth or 
one seventh through a less intensive system of farming. After 
a thorough discussion of the changes in agriculture and the effect upon 
industry of the resultant abandonment of the export market, the 
authors express the hope that we may be able to avoid the nationalistic 
policy of self-sufficiency with its consequence of a serious curtailment 
of agriculture. 

KarL BRANDT 


ELSAS, M. J. Volkswohlstand und Volkseinkommen. Messung des 
Wohlstands und Dynamik des Lohnes. [Probleme der Konjunkturfor- 
schung, ed. by Eugen Altschul, no. 1.] Leipzig: Hans Buske. 1934. go 
pp. 4.60 RM. 


Dr. Elsas discusses in the first part the construction of an index of 
national welfare. He combines two sets of figures, one group repre- 
senting the wage bill of the nation, the other group the capital supply. 
If, according to Elsas, the wage bill were too high to correspond to 
business conditions, a low level of capital supply would indicate this 
discrepancy, and vice versa. The combined index represents therefore 
the development of national welfare. 

I may comment upon only one point of this interesting attempt. 
One of the three components forming the index of capital supply is 
the discount rate. An increasing rate is considered as a symptom of 
decreasing capital supply, a decreasing rate as a symptom of increasing 
supply. But movements of the interest rate are due not only to a 
changing supply of capital, but also to a changing demand. The same 
holds true for the index of clearing house transactions, the second 
component of this set, while the third, the index of stock prices, fol- 
lows quite different factors. For example, the tables produced by Dr. 
Elsas show for Germany during the year 1930 a rising capital curve. 
Is this really a symptom of increasing prosperity, or of the very op- 
posite? Elsas refuses to distinguish the trend from the business cycle 
aspect. But this example proves that the same economic symptom may 
have different meanings in different stages of the business cycle. It 
might be possible to improve the method by considering this viewpoint. 

In the second part Dr. Elsas analyzes the relationship between the 
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wage rate and unemployment. Here he presents a convincing criticism 
of the well known statement of Rueff, that wage rates and unemploy- 
ment have a close positive correlation. 

GERHARD CoLM 


INTERNATIONAL LABOUR OFFICE. Conciliation and Arbitra- 
tion in Industrial Disputes. [Studies and Reports, Series A (Industrial 
Relations) no. 34.] Geneva. Boston: World Peace Foundation. 1933. 
688 pp. $4. 

This study is a comparative analysis of the legislation of various 
countries on the conciliation and arbitration procedure adopted for 
the prevention and settlement of trade disputes concerning the fixing 
of working conditions. The first part gives a systematic international 
survey and shows, by the method of comparative law, the variations 
in the regulations of different countries from simple conciliation to 
compulsory arbitration. The second part deals monographically with 
the laws in force in fifty states. It discusses the economic background, 
the history of legislation and the present legal status. Statistics on 
strikes and lockouts with an account of their settlement make up the 
concluding chapters. The monographs are grouped geographically. 
The material gathered and analyzed in this volume is important for 
every worker in the field. 

FRIEDA WUNDERLICH 


INTERNATIONAL LABOUR OFFICE. International Survey of 
Legal Decisions on Labour Law, 1932. (Eighth Year). Geneva. Boston: 
World Peace Foundation. 1934. 387 pp. $2. 


The survey of the eighth year indicates the legal developments 
of specific social problems. Summaries are given of the principal de- 
cisions by the courts on the application of labor legislation in France, 
England, Germany, Italy and the United States. This collection is 
useful for the study of foreign labor legislation and comparative law. 
It is a valuable supplement of the Legislative Series published by the 
International Labour Office. 

FRIEDA WUNDERLICH 


EMBREE, EDWIN R.; SIMON, MARGARET SARGENT and 
MUMFORD, W. BRYANT. Island India Goes to School. Chicago: 
University of Chicago Press. 1934. 120 pp. $2. 

This review of the educational system built and operated by the 
Dutch government in the Dutch East Indies colonies is the fruit of a 
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detailed study under the auspices of the Julius Rosenwald Fund, the 
Carnegie Corporation and the Institute of Pacific Relations. It un- 
covers one of the secrets behind the miraculous success of the Dutch 
in their colonial rule over some eighty million Malayans with no more 
than 300,000 white people. The study makes the reader familiar with 
the profound problems of a world in which the cultures of the West 
and the East clash, and where several Asiatic religions overlap with 
European Christianity, where original Eastern arts meet international 
influences. 

The authors, Mr. Embree, the President of the Rosenwald Fund, 
Mrs. Simon, the Secretary of the Fund, and Mr. Mumford, the British 
Superintendent of Education in Tanganyika territory, have earned the 
deep gratitude of the reader. The report is not only scientifically re- 
liable, but it is presented with a literary skill which gives the illusion 
of direct experience of the exotic color of the Dutch tropical island 
empire. 

KARL BRANDT 


SCOTT, JAMES BROWN. The Spanish Origin of International Law. 
Part I. Francisco de Vitoria and his Law of Nations. [Publication of the 
Carnegie Endowment for International Peace.] London: Oxford Uni- 
versity Press. 1934. 228 and clviii pp. $3.50. 

The present tractate is but the first volume of a larger work to be 
published under the general caption of The Spanish Origin of Inter- 
national Law which is intended to culminate in an analysis of the 
masterpieces of Grotius in the domain of international law. It has a 
clear and outspoken thesis: that there was a Spanish school of inter- 
national law in the sixteenth century, within forty years after the 
discovery of America; that the founder of this school was Francisco de 
Vitoria and that his two relectiones—De Indis Noviter Inventis and 
De Jure Belli—set forth his law of nations, which was to become the 
international law of the world at large. Although the present volume 
is confined to Vitoria, Scott clearly states the position to be attributed 
to Hugo Grotius (often considered as the father of the law of nations) 
under the rule of this thesis: that Grotius derived his doctrine on the 
law of nature aid of nations from members of the Spanish school and 
that he was to become the conscious expositor of the law of nations, 
the unconscious founder of which had been Vitoria. 

The basis of this far reaching thesis, which has been set forth by 
Scott in various publications and which might likewise be inferred 
from several previous works of Ernest Nys, is expounded minutely in 
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the present volume. For this purpose a detailed analysis of Vitoria’s 
Readings is given, in particular of the Reading “On the Indians Re- 
cently Discovered” and of that “On the Law of War.” These careful 
analyses do not merely give explanations of Vitoria’s works (which are, 
as appendixes to the volume, reprinted in an English translation) , but 
show in a most elucidating manner the system of international law 
as created by Vitoria, with a constant comparison to concepts and 
topics governing present day international law. 

The Reading “On the Indians,” occasioned by the problem whether 
the children of unbelievers could be baptized against the wishes of 
their parents, was, as Scott holds, to become the first treatise on the 
modern law of nations. It first discusses and rejects titles by virtue 
whereof the Americans, it had been alleged, might come under Euro- 
pean dominion. This discussion contains considerations on the posi- 
tion of the emperor as well as of the pope (on the latter’s two-fold 
capacity as a temporal monarch and as spiritual sovereign and on the 
interdependence between these two capacities—statements which are 
to some extent identical with the justification advanced in these days 
for the existence of Vatican City as a state in international law) ; it 
further includes a consideration of the alleged title of discovery, in a 
manner which is in close conformity with timely discussions of this 
subject. 

This Reading, however, is particularly significant for the reason that 
it established, in connection with other Readings, the basic concept 
of the modern law of nations, i.e. equality. Vitoria held in this dis- 
cussion that if peoples of the Old World would be willing to unite 
themselves with the peoples of another country they could do so, but 
he stated expressly that the barbarians should have the same rights 
which the Europeans possessed. It is here that we find the basis of the 
modern international law, not merely of Christendom, but of the 
world at large. In the same Reading Vitoria contemplated an inter- 
national community and duties as well as rights resulting from such a 
community (e.g. the right to travel in a foreign country, to sojourn 
there, to carry on legitimate business, to import wares which the 
natives lack and to export wares of which the natives have abundance 
—rights which must be equal to those granted to other foreigners) . 
Such rights are not recognized to the same extent in the present state 
of international law, but may constitute a hope for the future. We 
need only refer to the most recent judgment rendered by the Permanent 
Court of International Justice in the Hague (the Oscar Chinn Case, 
decided on December 12, 1934), involving a consideration of similar 
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subjects; the international law found by the court is not as advanced 
and progressive as that advocated by Vitoria. 

Likewise Vitoria’s contentions on the international aspects of nat- 
uralization and citizenship, condemning statelessness, still provide a 
basis for the course the development of international law should take. 

In addition to these and other topics treated by Vitoria (including 
a discussion of “mandates” which seems a forerunner of the modern 
institution created by the Covenant of the League of Nations) , Scott 
offers a profound analysis of the Reading “On the Law of War,” ex- 
pressing the hope that the views of St. Thomas Aquinas and Francisco 
de Vitoria and his school might replace the lucubrations advanced by 
the new world. This discussion, which is based upon a thorough 
analysis of the scholastic doctrine of war as expounded by St. Augustine 
and St. Thomas Aquinas, strikes directly into the center of the most 
timely topics of international law. The classification of the unjust 
causes of war (as difference of religion, extension of empire, personal 
glory of the prince are considered) and Vitoria’s assertion that there 
is only one just cause of war—a wrong received—are of timely interest 
if compared to the present day discussions of international lawyers on 
such topics as the Kellogg Pact, and might raise doubts as to the efhi- 
ciency of the modern system. 

Vitoria held the sovereign authorities to be judges of the violation 
of rights under the law of nations and discussed the extent of force 
permissible in war; his statement that a war is unjust which is ad- 
vantageous to one nation but injurious to the world presupposes, 
however, a more extensive international community than is recognized 
at present. But Vitoria was a professor of theology as well as a moralist, 
and his treatment of the problem is often, in particular in his Reading 
on war, significant for its realistic approach. 

This volume contains an analysis of several of the other Readings, 
and in the final chapters Scott summarizes Vitoria’s liberalism and his 
contribution to international law. Because of the many sided and 
complex character of international law and the extraordinary status 
of its literature, this contribution was not only a contribution to its 
doctrine, but also to the practice. It suffices for us to refer in this con- 
nection to the Statute of the Permanent Court of International Justice 
as confirming this extraordinary status; the Statute provides that the 
Court shall apply “the teachings of the most highly qualified publicists 
of the various nations, as subsidiary means for the determination of 
rules of law.” 

It is not only the clear analysis of Vitoria’s position in the develop- 
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ment of international law, but it is also, perhaps to a greater extent, 
an extensive first chapter of a general character entitled “The Era of 
Discoveries,” which should arouse the interest not merely of an inter- 
national lawyer, but of every thinking person interested in the history 
and development of science. In this chapter Scott expounds the in- 
fluence exercised by the discovery of the New World upon the develop- 
ment of sciences and considers, under this aspect, Sir Thomas More’s 
Utopia, Erasmus’ Institutes of the Christian Prince, Sir Francis Bacon’s 
New Atlantis, as well as the works of Michel de Montaigne, dwelling 
upon the social conditions of peoples unspoiled by Europe. By this, 
Scott’s work passes beyond the limits of the science of law and its 
history and enters into the domain of science at large. His thesis that 
“one discovery leads to another,” thus, acquires a broad aspect. 

It is a particular advantage of this outstanding volume, that it is 
not confined to the history of international law, but that it considers 
the history and evolution of law as an integral part of the evolution 


of mankind and its general science. 
SIDNEY B. JAcoBy 
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